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UNEMPLOYMENT AND WAGE RATES ’ 

I 

Professor Pigou’s article on Wage. Policy and Unemploy- 
ment ^ raised an issue of immediate practical, as well as theoretical, 
interest. It was directed mainly to an examination of the 
theoretical possibilities of relieving unemployment, without 
reducing wages, by means of protective duties or subsidies; but 
the occasion of the investigation was the abnormal unemploy- 
ment from which British industry has suifered since 1921. This 
abnormal unemployment, which ho suggested miglit amount to 
5 per cent., Professor Pigou attributed to the maintenance of 
wages at too high a level, lie referred to one other possible 
cause, maldistribution of labour, due to expansion during tlie 
war of industries producing munitions; but he referred to it 
only to dismiss it— “had this been a dominant factor . . . we 
should have expected to find a marked shortage of labour in 
im])ortant group.s of industries to balance the (‘xcess in engineer- 
ing, shipbuilding and so on; and of such marked shortage tliere 
is no sign.” Tie cited and supplemented M. RuefT’s figures of 
the correlation between real wages and unemployment, but 
based his conclusions on more general consid citations. Ho 
oxpn'ssly guarded himself against the })ra('tical inference tliat 
wag(5 rates must be reduced and against the assumption tliat 
wages in all industries arc “ too high ” ; .so that Professor Pigoifs 
authority cannot be used by emplo 3 Trs in any of the current 
wage negotiations. 

With these qualifications the broad conclusion, that full 
employment is impossible under existing circumstances with the 
])rcsent ratc.s of wages, is probably unavoidable. At the same 
time the relation between wage rates and employment is so far 
from simple that some further discussion of the ([iiestion may be 
permitted. Professor Pigou’s argument suggests three com- 
ments. In the first place, it might be taken to imply that an 

^ RroNOMif .loriiSAL, S^pl., 11127, pp. 3.>5 OS. 
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iiiieconomically high level of wage rates and an ill-adjusted 
distribution of labour are the only possible causes of the present 
abnormal unemployment. In the second place, by taking account 
only of the relations of “ the general body of wage rates,” the 
“ rough average ” of wage rates, the general level of wage 
rates ” with the percentage of unemployment in industry as a 
whole, the argument gives inadequate consideration to the 
alternative, ill-adjusted distribution of labour, that it dismisses. 
In the third place, since the distribution of labour has an important 
inlluence on the productivity of industry, and therefore helps to 
determine the wage economically possible, it is not easy to 
separate the two and to treat the wage level and the maldistribu- 
tion of labour as independent factors in the causation of unem- 
ployment; if labour is ill-distributed, production per head will 
be low and the average wage compatible with full employment 
will be low; if labour is ideally distributed, production per head 
will be high, and the average wage compatible with full employ- 
ment will bo high. I will elaborate briefly these three comments 
in the following sections. 


K 

kSince it was not the primary object of Professor Pigou’s 
article to analyse the post-war problem of unemployment, the 
omission of any referen(*e to causes other thafi those mentioned 
was quite defensible. In actual wage negotiations, however, the 
representatives of the wage-earners have usually a good deal to 
say about causes of unemployment other than “ high ” wages. 
The level of wages affects employment by affecting costs, and the 
l)rescnt average level is alleged to be “ loo high,” because it is 
higher than before the war while production per head has deeliried. 
ihit wage's arc not the only element in the costs of industries 
suffering from unemployment that has risiMi dispro})()rtionately. 
In some industries capital charges have increased disproportion- 
ately, and, although capital is being written down and obligations 
Ii((uidated, or high charges incurretl in H)2() and 11)21 are being 
replaced by loans at lower rates of interest, the burden is still 
probably heavier than before the war. In the section of the 
Cotton Spinning industry that was recapitalised in 1010 and 
1020, loan charges rc(£uirc in the aggregate a sum at least three 
times as great as the aggregate distribution of profits in a pre-war 
year. Credit again costs more than before the war, and many 
firms are paying interest, in pounds worth fourteen and sixpence 
in pre-war money, on overdrafts incurred when the pound was 
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worth only eight pre-war shillinga. A consideralile enhancement 
of costs is due to the policy of restriction of output, by short 
time and other methods, that has been adopted in some industries 
to keep up prices during the depression. The war encouraged 
monopolistic combination, and war and post-war 2 )rofit 3 strength- 
ened combinations that were in existence before ; some of these 
combinations are accused of increasing costs by charging dis- 
proportionately for their x)art in the making of a product that 
involves the co-operation of several industries. High direct 
taxation may have an influence, even if it is impossible to “ put 
income tax on to prices,” by deterring business-men from under- 
taking deals which do not sliow a reasonable prosiicct of a margin 
of profit higher than was required to tempt them before the 
war. Taxation is an undoubted addition to costs and elicck to 
employment when it is imposed as a charge on industry, to bo 
borne whether the enterprise yields a profit or incurs a loss, as 
the greater part of the cost of relieving unemployment is imposed 
in the form of contributions to the unemployment insurance 
fund and local rates. In very few industries is it clear that a 
reduction in wages would by itself do much to stimulate employ- 
ment; and, while an all-round or average reduction might have 
a certain and predictable eflect, organised labour will resist any 
reduction so long as it can 2)oint to other costs that have risen 
pro 2 )ortionately more than, or as mueli as, labour costs. 

It may be argued that other influences, so far as they alfect 
employment, affect it by reducing the rates of wages that are 
economically possible so long as their operation is unchecked, 
and that it is therefore unnecessary to consider them separately 
in an examination of the relation of wages and unemployment. 
Some reference to tliem is, however, necessary, since, as Professor 
Pigou points out in the s 2 )ecial case of the slump of 1920-1, the 
“ uneconomical ” level of wages may be “ predomitiantly an 
effect, just as the growth in unemployment was an effect, of the 
general causes lying behind the slump.” And i^ractically it is 
important to bring this out, because the acceptance of “ high ” 
wages as the sufficient cause leads to a imlicy of holding wages 
down and waiting for the post-war problem of unemployment, 
“ so to si^eak, to solve itself ” ; whereas, if it be recognised that 
the “ uneconomical ” character of existing wages, which are in 
themselves low, is itself an effect of other causes, we shall be 
forced to investigate those other causes before we acquiesce in 
the present level of wages in the dc 2 )ressed industries. 
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The extent and infl nonce of the maldistribution of labour 
caused by the war can bo realised only if a more detailed com- 
parison of wage rates and unemployment is made than Professor 
Pigou found necessary for his limited purposes. The indices he 
uses, Professor Bowley’s index of weekly wage rates and the 
trade union unemployment percentage, are very differently 
weighted. The engineering, shipbuilding grouj) of industries 
(which Professor Pigou notes as exceptional) has a weight of 
only one part in nine in the wage index, but of seven parts in 
sixteen in the unemployment index; the exact significance of 
any correlation observed rerpiires, therefore, an examination of 
the components of the two indices. Again, both indices are 
averages of widely divergent series. Weekly wage rates in 
September last, according to the Ministry of Jjabour calculations, 
ranged from 120 per cent, of the 1014 figure in the case of Iron 
and Steel workers in South Wales to 245 per cent, of 1014 in the 
case of Baihvay Porters. A general unemployment percentage 
at the same date of 0-3 per cent, was the resultant of rates vary- 
ing from 32*4 per cent, in Tin Idate to 1*2 per cent, in Slate 
Quarrying. Coal, with earnings averaging 52 j)er cent. al>ov(^ 
1914, accounted for nearly a quarter of the unemployment in 
Great Britain in September 1027, while in September 1023, with 
earnings 10 per cent, higher for a week 12 per cent, shorter, it 
accounted for less than 3 per cent, of the unemployed ; o?i the 
other hand, General Engineering, with skilled rates 42 to 45 per 
cent. abov(^ pre-war in 1023 showed 137,000 unemployed, while 
ill 1027 rates were rather higher at 4S or 40 per cent, and the 
number of unemployed down to 00,000. It is jiossible, tluu’efore, 
that a rise in the general wage index might be aceom])anied by 
a fall in the gc»icral unemployment index as a result of a shifting 
of labour, whieli made it possible to raise wage rates ii\ the 
industries from which the shift took place more than it was 
necessary to reduce wages in the industries into wliieh labour 
moved; this, in fact, as will appear later, is what is happening. 

A high average wage level may lie causally connected with a 
high percentage of unemployment in industry in three ways : 

1. All or most of the wage rates may be “ too high,” having 
moved up together, or stayed up together when prices fell, thus 
causing generally diffused unemployment in industry. 

2. Some wage rates may be “ too high,” thus causing in the 
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industries in which they have to be paid the bulk of tlio unem- 
ployment in the country. 

3. Home wage rates may be “ too high,” not in the sense tliat 
they cause unemployment in the industries in wliieh they have 
to be paid, but in the sense that they involve a level of charges 
to other industries, that depend on them for services or pn^ducts, 
so high that unemployment is caused in t hese other industries. 

The following table gives the Miriistry of Labour’s estimate 
of wage levels for industry as a whole and for certain industries 
sc])arately, and the unemployment percentage similarly for 
industry as a whole and for the selected industries ; the industries 
selected are those in which material for the comparison is 
available. 



Kclativo Levels of 

W eekly Ratt's of 

PtTceiilage 
Insured PiTsr 


Wages : Sept. I!i27 

uiHMuployed : ( 
Hritaiu nrul X( 


as percentage of 

A\ig. IIHL 

Irelaial : Sept 
1927. 

All trades .... 

170 175 

9-3 

Bnildiiip ..... 

197 

91 

t'onl (cMriiin^Ts) 

1.52 

191 

Engineering : skilK tl 

119 

lU-0 ' 

,, luhonrer 

1S2 


SliipbiiiUling : shipwright 

135 

21-8 

,, lubonrt r 

lOH 


Kloctricnl Installat io/i 

191 

5-7 

Iron and Steel . . . . i 

12U-17t) 

llS-32-4 

Cotton 

HU 

9-3 

Wool Textile . . . . 1 

ISO- 190 

.s-2 

Hosiery (Midlunds) . . . i 

1.5S5 

.5-7 

Hoot aiul Shot' 

i 200 1 

^•2 

Railway Sei vien 

1 20t>-245 i 

•10 

Doekfl, etc. 

190-240 

t 22 1 

Printing ; eonj|)ositor 

207 ! 

! 1-3 

Purnituro : cabinet-innker 

isi ; 

I-;. 

Haking . 

214 ! 

OO 

Pottery . . . . . | 

1 1.50-101 i j 

12-3 

Jleavy Cliemieals 

205-215 

0-2 2 


^ : Iruii- aiul .SU ol foutuliii^r.” 

^ Avorago of “ Chemicals Manufacturo ” auU “ Kxjilosives.'’ 


It is apparent at once that the present relation between wage 
rates and unemployment approximates to the second case we 
distinguished rather than to the first. There is general unem- 
ployment ; but it is least where w\age rates are highest by com- 
parison with the 1914 standard, and worst w here wage rates are 
low’est. With only tw^o exceptions in the table an unemploy- 
ment percentage above the average is associated with a wage 
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level below the average, or vice versa. Moreover, although there 
is general unemployment, there is a noticeable concentration of 
unemployed in a limited group of industries. Coal, Iron and 
Steel, Shipbuilding, General and Marine Engineering, with less 
than a fifth of the insured population in them, account for over 
a third of the unemployed ; add Docks, Shipping, and the principal 
Textile industries, and tlu^ proportion of the insured population 
is only 30 per cent., but the proportion of unemployed over 
half. 

By itself this unequal distribution of unemployed among 
industries would bo consistent with the hypothesis that “ high 
wages are the sole or chief cause of the present unemployment. 
]k>forc the war the constructional and equipment industries, 
which arc the chief members of the depressed group now, were 
usually more intensely affected by trade depression than were 
other industries. And the absolute level of unemployment in 
the less depressed industries now is high by comparison with 
pre-war experience. It is the association of low wage levels and 
high unemployment 2 )crcentages that is significant, and that 
makes it difficult to accept the hypothesis that high wages rather 
than maldistribution are the explanation. 

Before the war wage levels were adjusted, not only to the 
openings for employment, but also to the dilTerent degrees of 
skill and responsibility involved in dilTcrcnt tasks. The adjust- 
ment was very rough ; but a marked divergemeo of wage rates 
from what may perhaps be called skill parities would have i)ro- 
voked a movement of labour that would correct that divergence. 
Wages tended to be “ fair ” in the special sense which IMarshall 
gave to that epithet,^ because that was involved in the broad 
adjustment to conditions of supply as well as demand which, as 
Professor Pigou points out, wage rates attained. But that 
adjustment has been lost ; the pre-war relation between rates of 
wages and levels of skill has been dislocated. Not only arc the 
rates of fitters and miners too high to jierrnit the employment of 
all the fitters and miners seeking work; they are too low to 
afford the fitters and miners who are in work an income “ on a 
level with the payment made for tasks in other tr«ades which 
are of ecjual difficulty and di.sagreeablencss, which require equally 
rare natural abilities and an equally expensive training.” If 
then fair wages ” arc, as Professor Pigou has explained, ^ “ a 
necessary correlate of . . . the ideal distribution of labour,” the 
present divergences from “ fairness ” are proof of a bad dis- 

^ Cf. Pigou, Economics of Welfare^ p. 620. * Loc. cit. 
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tribution of labour. If there were no imemploymcnt, the diverge 
cnce of wage rates from pre-war skill parities would point to an 
imcconomic distribution of labour; if there were no such diverg- 
ence of wage rates, but a concentration of unemployment in a 
limited group of industries employing a minority of the workers 
of the country, we should again suspect an \ineconomic dis- 
tribution of labour; when we find exceptiona.1 unemployment in 
conjunction with, and in spite of, exceptional reductions in real 
wages, do we need further evidence of maldistribution of labour ? 
Labour is (crowded into occupations in wliich it yields only a 
low economic return, while in other occupations in which it 
would yield a higher return, employment is restricted. 

We are confirmed in this conclusion if we glance at the par- 
ticular circumstances of the industries which account for most 
unemployment. The Iron and Steel, General Engineering and 
Shipbuilding group had at the time of the last count an insured 
population of 1 , 100 , 000 , of whom 152 , 000 , or 18*8 per cent., 
were unemployed. The influence of war-induced expansion is 
clear enough here. Between the two censuses of 1911 and 1921 
the group in which these industries fall increased by 40 per cent. ; 
four-fifths of the entire increase in the occupied 7nale population 
was in this group. Not only did the war, by directing such a 
disproportionate number of the new recruits to industry into this 
group, create an inevitable problem of unemployment when the 
war shoukl end, but, by inducing a similar expansion in other 
countries, it aggravated the eflects of overcrowding, forcing 
doAvn prices and with them wages. The influence of the war in 
the ( V^al-rnining industry, which in duly had an insured popula- 
tion of 1 , 198,800 and accounted for nearly a (piarter of all the 
unemployed, is less obvious but none the less real. It took the 
form of checking for six years the necessary adjustment of the 
industry to technical changes in other industries, which reduced 
the demand for coal, and to exhaustion of pits, which called for 
the transfer of workers to expanding fields or to other industries. 
Even before the war the growth of the industry was due to the 
continuous opening up of new pits rather than, as in other 
industries, to the expansion of existing concern.s ; at the end of 
the post-war boom the industry found itself faced with the 
necessity suddenly of adjusting itself to six years’ accumulation 
of economic change. The transient prosperity caused by the 
closing of the Ruhr pits during the Erench occupation and the 
grant of a subsidy in 1925 and 1920 encouraged the industry to 
defer the iintfieasant business of facing the new situation. The 
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loss iiifliftctl by tlic Avar on the two great textile industries was 
rather dilTerent iu kind. By interrupting their coiuiectioii with 
tlieir export markets it gave an opportunity for local inamifac- 
tnros and other cxjiorting countries to establish themselves in 
M'liat had been ])redomiiiantly or exclusively British markets ; 
the post-war depreciation of the exchanges of competing countries 
and the a])})reciation of sterling have hampered British exporters 
in such attenij)ts as they have made to recover lost markets, and 
a contraction of A'olume a])pears to be inevitable. 

Then? a.r(‘ largo numbers of unom 2 )loved in certain indiisti’ics, 
however, in which waige rates are relatively high, the largest 
group being in Docks and Jhiilding. ]\raklistributioii of labour 
would a 2 )])ca.r to be the underlying cause in these industries also. 
Docks have for generations been the chief centres of casual employ- 
ment, a sy>tem that, quite irrespective of wage rates, attracts and 
holds more workers than can be given em[)loyment. In the case 
of Building, the limits to tlie em 2 )loymcnt of other workers are 
set by the supjdv of bricklayers for outside work and of plasterers 
for inside work. In July last, while the percentage of unem- 
ployment for tile industry as a wliole was (>-S, for bricklayers and 
plasterers it was only l-b and 1-5 resjiectively. 

JJicix? is a j)ossil)ility still to be examinetl, that wage rat('s 
in some indiistiics by imposing an undm? bui'den on otluT indus- 
tries may cause unenq^loyment in these. The direct effec t of 
such high rates cannot be great. Among the industries in which 
wages have ad\anced most, Printing, l>oots and Shoes, Jkiking, 
Heavy (’hemicals, do not contribute a. large projiortion to the? 
expenses of the dcjucsscd industries; so far as it lies at all, the? 
charge must lie against the? Transport industries, especially Bail- 
ways, (Vial, as the chief source of powi'r, and Local and Central 
(Jovernmeiit as the source of rates and taxes. Now railway 
wages have gone up much moic than railway recci 2 )ts, which on 
the average of the four years since the jiresent groups were 
constituted are only jicr cent, above 101 J, considerably less 
than the rise in wages. It follows that tlie higher wages are 
paid at the exticnsc of the shar(?hold('rs rather than the railway 
users, and any reduction in them would bo for tlie benefit of the 
shareholders, since the railways have so fai* not earned the 
restricted standard revenue to which the llailway Act of 1021 
entitles them. (Aial places arc much below the average of prices, 
as are miners’ wages below' the average of wages; the miner 
has niad(? a larger concession to reduce the costs of other industries 
than any otlier class some of the benefit of which goes to the 
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foreign competitors of British industry — and could make a further 
concession only by accepting a rate of wages out of all relation 
to the nature of his work. There remains the burden of rates 
and taxes. This is heavy, but is attributable rather to new 
functions imposed by Parliament on ('enlral and Jjoeal Authorities 
than to high rates of pay for public servants. The disparity of 
payment in dilTerent occupations is a factor in causing industrial 
unrest ; but it is only one among a large number of factors that 
tend to make manufacturing costs in the export industries high. 

I conclude that so far as “ high wages ” arc the (‘xplaiiation 
of the present uneini)loyment, it is tlic low wage rates of the 
depressed industries that arc “ too high,” not tlie high wages 
of the i)rosperous industries. 

It remains to consider Professor Jhgou’s reason for rejecting 
maldistribution as the explanation of the ju’esent unem])loyment ; 
t hat excess in one industry would have been balanced by shortage 
in others, and of such shortage there is no sign. It is not clear 
what sign is expected. Overtime, unlike short time, is not 
registered; b\it some overtime is being worked. Employment 
Exchanges arc unable to fill all the vacancies notified by em- 
ployers, though they fill eight out of nine as compared with 
four out of five in the two i)re-war years. Tliere arc striking 
variations in the extent of unemployment in the different Ex- 
change Divisions, varying in July from 4 j)er cent, in the South- 
Eastern to 19-2 j)er cent, in Wales. Even Oeneral Ihigineering 
had an uncmjiloyment percentage of under 5 in London and the 
two Southern Divisions taken together. The “ marked shortage ” 
of bri<'klayers and plasterers has been referred to. It should bo 
remembered that before the war a general unemployment jier- 
centage of 2 was not abnormal in times of boom, when all indus- 
tries were crying out for labour. Such indications of unsatisfied 
deinamls for labour are, however, exceptional ; unemployment 
is not cimlined to the overcrowded industries. At the same time 
it do(‘S not seem to be correct to say, as Professor Pigou says, 
” We arc not entitled to presume that, in the absence of any other 
change, a mere shifting of workpeople away from the war-swollen 
industries Avould have enabled any large number of them to find 
work.” Such a shift is actually taking ])lacc on a large scale, 
and has already relieved unemployment to a marked degree, 
without any general reduction in wage rates. This movement is 
indicated in the following table, based on the fuller tabk's of 
numbers insured and unem])Ioyed in the Minidry of Labour (hizcllc. 
for November 1923 and November 1927. 
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Expanding Industries 


Tnrmise, UiKunployiiK'nt 

July 1923-July 1027. Percontago, 


No. July 1023. July 1027. 


Distributivo Trad^ 

.327,000 

20- 1 

0-2 

44 

Jbiildiiig and Cord ting 

173,200 

2()-r) 

13 1 

8-.5 

Road Transport . 

49,840 

19-4 

11-2 

9*3 

lUotor IHanufaeture, olr 

41,030 

214 

90 

7-9 

Brick, Cement, etc. 

35,080 

4or> 

8-9 

4-9 

Printing, etc. 

28,770 

120 

60 

4-3 

Furnituro . 

20,390 

21*7 

7-7 

4 0 

Shipping, etc. 

18,730 

12-3 

180 

14-3 

Flectrical Enginem-ing 

18,340 

30- 1 

7-2 

4-8 

Artifieird Silk, etc. 

17,770 

47-6 

0-7 

00 

All ('xpanding 

874,740 

17 4 



Contracting Ind ustrks 




Deerease, 

Vnemjdoymcnt 


July 1923-July 1927. 

Percentage, 


No. 

n ' 

July 1923. 

July 1927. 

CJem'ntl Fnginoi'ring 

00,. 500 

100 

20 3 

9-2 

Shipbuilding 

63,940 

20 1) 

13-2 

22-3 

Coal ..... 

4 1,690 

30 

3-0 

2lr. 

Woollen and Wor^tt'd . 

20,210 

7 -.I 

9-3 

9 -.5 

Iron and Sterd 

10,410 

7*8 

20-8 

18-2 

Baking, etc. 

12,830 

8-0 

100 

6 -.5 

Dress and Mantle 

11,420 

9-7 

0-3 

40 

Canal, Docks, etc. 

10,110 

5-3 

27' 1 

220 

Chemicals .... 

8,.5!M) 

8- 3 

1 10 

0-2 

Marino Engineering 

8,410 

12-S 

22-3 

13-2 

All contracting . 

304,120 

7-3 




Tho totid insur(<l population incrrasoH brtwoon July 1023 ami July 
1027 by 372,800, or 3-2 por rout. Tho gonoral unoiuployTuout porcoiitago f( ll 
bc'twcrn tho same two dato.s froiu Ibo to 0*2. 


l)oubtlos.s other infliience.s have been at work^; but, as 
between wage adju.stinents and shifting of labour from war- 
swollen industries, it is llie latter tliat appears to have influenct'd 
employment the more. 


IV 

If wo are right in thinking maldistribution of labour flic 
[uincipal influence in caasing the present unemployment, then 
it i.s not po.ssible to say definitely either that the general or 

* Cf. Report of liiteinational Keonomic Confeience, Intro. § 5. 
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avercage level of wages is “ too high ” or that it is lower than it 
ought to be. The distribution of labour not only explains 
divergences between wage rates in different industries; it also 
affects the general or average level, since it is an important 
factor in determining the productivity of industry as a whole. 
If labour is ill-distributed, as shown by the divergence of wages 
rates from “ fair wages,” then production will be down, and the 
average level of wages compatible with full employment will be 
low. 

A better distribution of labour, even if it brought down wages 
in some high-rated occupations, might so increase production 
that the average of wage rates would be raised; it would have 
this effect, since it would bring about something approximating 
more closely to an equi-marginal appli(‘ation of labour resources 
to different uses. Of course such a redistribution might be 
effected and still leave a large proportion of the working popula- 
tion unemployed, because the new wage rates established were 
all a little too high to permit full emplo3nnent of the population 
of a single country in a world economy ; but for any given volume 
of employment a redistribution in accordance witli the prindplc 
of equi-marginal ap])lication of resources would permit a higher 
average wage rate than the present, and conversely such a 
redistribution would permit a larger volume of employment at 
the present average wage. The test and sign of such a redis- 
tribution will be the elimination of the present divergence of 
wage rates from skill and responsibility differences; on the other 
hand, any increase in these divergences, whether by further 
reduction of siudi low rates as rule in mining or raising of such 
high rates as rule in building, must have the effect of exaggerating 
the maldistribution, in the one case by making possible the 
retention in an industry of labour in excess of the amount it can 
employ at a ” fair ” wage, in the other by opposing an obstacle 
to the absorption of all the labour that the industry might emplo}" 
at a “ fair ” wage. There mixy be cases in which a temporary 
reduction in wage rates may be justified in preference to increas- 
ing unemployment, to tide over a purely temporary emergency ; 
but the purel^^ temporary nature of the emergency must be 
demonstrated before any attention is paid to this plea. 

The interdependence of wages and the distribution of labour 
affects our problem in another way. The present divergence of 
wage rates from the scale that skill and responsibility would 
dictate is as striking a change from pre-war conditions as is tin? 
present unemployment. Before the war such a divergence was 
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exceptional and usually temporary, because a continuous redis- 
tribution of labour among the industries of the country was 
constantly going on. The importance of this movement is 
brought out by a comparison between tlie movement of average 
wage rates making no allowance for numbers receiving the 
dilTercnt rates, and the movement of average wag^ rates when 
allowajicc is made for changes in numbers; I\Ir. G. H. Wood’s 
index shows an increase of only 15 per cent, between 1880 and 
1010 for the former, of 27 per cent, for the latter. Workers 
must have cleared out of declining and low- wage industries and 
diverted their children from them, while th(‘y pressed into the 
higher-paid occiijmtions. This spontaneous redistribution since 
the war has been insufficient to maintain the connection between 
wage rates and degrees of skill, which existed before the war 
and >vill have to be restored again before industrial stability can 
be achieved. There has been a considerable cfllux from the 
depressed industries ; but not on a scale sutlicicnt to force uj) 
wage rates in these industries themselves and to force w age rates 
dowTi in the industries into wdiich (so far as they have not 
emigrated) they must have found their way. The depressed 
industries are still overcrowded, as is sliowji by the coiiccmtration 
of the unemployed in them ; they are still relatively underpaid, 
even at rates of pay that involve a high degree of unemploy- 
ment. 

There has been a great deal of movement, but less perhaps 
than there would have ])een if rights of benefit under the Linem- 
ploymeiit Insurance scheme had not been continuously extended. 
The scheme has operated to check migration more particularly 
by encouraging organised short time; instead of employment 
being concentrated on a limited number of full-time workers, 
the rest being totally unemployed and thereby encouraged to 
leave the industry, the availalde work is sjiread by a system of 
alternating shifts, in which the w'orkers take turns to work and 
to receive unemployment benefit ; so that the industry is enabled 
at the expense of the Insurance Fund to retain the services of 
twice as many w'orkers as it can give full employment to. 

Jn these circumstances the divergence of wage rates in 
different industries is necessary to induce labour to move from 
the depressed to the expanding industries; and this makes it 
difficult to accept an incidental suggestion of J^rofessor Pigou’s. 
in explaining that in attributing unemployment to the high wage 
level he does not mean that all wages arc “ too high,” he suggests 
that unemployment might be relieved by reducing rates in 
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certain sheltered industries ; “it miglit well happen that the 
sheltered industries would absorb, not only their own unemployed, 
but — after a transitional adjustment — the unemployed of the 
unsheltered industries also.” Now there may be “ high wage ” 
industries in which a reduction in wages would expand employ- 
ment, but certainly there are some in which reduction would 
not necessarily have this effect. There are, first, the industries 
in which the demand for labour is inelastic. The railway com- 
panies have been trying for years both to reduce their staffs and 
to reduce their wage bills ; the size of a railway’s staff is largely 
independent of the volume of traffic; the volume of traffic is 
determined largely by other factors than railway charges, and 
railway charges do not depend wholly on railway wages ; while a 
reduction in railway vages might have some effect on employ- 
ment in other industries, it is unlikely that it would have much 
on the railways themselves. Similarly it is difficult to see any 
very direct dependence of employment upon rates of pay in the 
case of the Dock industry or Local Ciovornment. There are, 
second, the industries in which the demand for labour is elastic, 
but in which tlie check to expansion is some factor other than 
the rate of wages. Tn the Btiilding industry, for example, the 
rate of expansion lias been limited by the scarcity of bricklayers 
and plasterers. The demand for houses, and therefore for building 
labour, would (‘xpand if builditig costs were lower; but it is 
doubtful whether the supply of houses could expand more rapidly. 
High wages have been no obstacle to the employment of the 
scarce craftsmen; the chief reason why more of them have not 
been employed is that it takes time to train them. There remains 
the class of industry in wliich wages are “ high ” and no other 
obstacle to ex])ansion exists; in tliese the lowering of wage rates 
to the level of rates in the depressed unsheltered trades would 
lessen the attractiveness of the expanding indu.stries and check 
the movement of labour to them. Why should a Tyneside fitter 
go to the troulile and expense of moving his household to roventry 
if his ivages in a motor works will be no Jiiglier than tliey vere 
in a shipyard ? 


V 

To sum up; the connection between wage levels and unem- 
ployment is complicated by a number of other factors which 
differentiate the post-war from the pre-war industrial situation, 
and render it a dangerous abstraction to isolate one factor and 
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attribute to it the whole of the present abnormal unemployment. 
The maldistribution of labour brought about by the war is a 
more important cause of unemployment, the innuence of which 
has been limited by the lowering of wage rates in the overcrowded 
industries and is being reduced by a fairly rapid spontaneous 
redistribution of labour. And the same factor in the problem, 
the uneconomical distribution of labour, so alTects the pro- 
ductivity of industry that it reduces the average wage that can 
be paid without causing unemployment. Some of the material 
cited has a bearing also on the problem of subsidies and their 
effect, to wliich in conclusion a reference may be made. 

Whatever may be the process by which it is being done — 
and the theory of employment is perhaps as difficult a branch 
of Economics as the theory of unemployment— there seems no 
doubt that the })opulation in excc.ss of requirements in the 
depressed industries is finding employment elsewhere. The 
unemployment situation is not stationary. A comparison 
between the two years 1923 and 1927, neither of which was 
disturbed by coal stoppage or important monetary change, shows 
a reduction in unemployment from 11*7 per cent, (average of 
year) to 9*7 per cent., and an increase in the absolute number of 
employed in the insured industries of 3*2 per cent. This reduc- 
tion of unem])loyment has been associated not with a fall, but 
with a slight rise in real wage rates ; it is due no doubt in part 
to the inlluence of new savings and increased efficiency, to which 
Professor Pigou refers, but much more to the shift of labour 
indicated above. While the circumstances are in many respects 
different, the rapid recovery of American industry since 1920 
may be referred to as a parallel movement, since it has been 
fxssociated with a continuous and great rise in real wages. 

It is, however, impossible to find out from the figures at our 
disposal whether the power of ab.sorption shown by imlustry as a 
whole, even at the present average level of wage rates, is inherent 
in industry, or attributable mainly or entirely to the action of 
(^vernments in stimulating the development of selected industries 
by protective tariffs and subsidies. The chief index of expansion 
that we have, the growth in the numbers insured in different 
industries under the Unemployment Insurance Acts, is consistent 
with the influence of this factor. To protection may be attribut- 
able a part, at any rate, of the increase by 47-0 per cent, between 
1923 and 1927, in the numbers employed in Silk and Artificial 
Silk, by 21-4 per cent, in the Motor industry, by 38*1 per cent, 
in the manufacture of Scientific and Photographic Instruments. 
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The Housing subsidies show their influence not only in a 20*5 
per cent, expansion of the Building and Contracting industry, 
but also indirectly in the even greater expansion of the building 
material industries, Furniture and Ui^holstering, Electric Wiring, 
Heating and Ventilating Engineering, Wall-paper Manufacture 
and Paint and Varnish Manufacture. The vast expenditure of 
public funds upon road improvement, coupled with the develop- 
ment of Housing, similarly helps to explain the expansion of 
Road Transport and Constructional Engineering. At the same 
time it is highly improbable that none of this expansion would 
have taken place without Government help. ^Messrs. Courtauld’s 
profits probably had an influence in stimulating enterprise in the 
Artificial Silk industry not less than the protective tarifl. Houses 
were needed, and would have been built in large numbers without 
any subsidy. The Motor industry expanded as rapidly in the 
interval during which it was unprotected as before and after. 
The Distributive Trades, Electrical Engineering and other smaller 
industries have expanded without assistance. The large Coal 
Subsidy probalfly prevented a necessary contraction in the Coal- 
mining industry from coming so soon or going so far as it is likely 
to do, but it could not prevent a 10 per cent, contraction in the 
twelve months after it ended. 

For another reason the recorded growth of the protected and 
subsidised industries is indecisiv^e. Our index records only the 
])riniary efTect (if it is the eiTect) of Government action; it gives 
no indication of the secondary and indirect effec.ts. We should 
expect tliat partial ])ro(ection, by o])structing the imports with 
which foreigners purchase our exports, would have an unfavour- 
able reaction on export industries. In fact iinemployincnt and 
depression are most marked in the chief export industries. Sub- 
sidies have to be paid by someone ; the cost of the subsidies to 
expaniling industries may be a ^jartial ex])lanation of the difli- 
cnlties of tJie industries that are contracting employment. Cer- 
tainly the various protectionist expedients and subsidies were 
not introduced as parts of a considered and co-ordinated policy 
of post-war reconstruction. If, as Professor Jhgou suggests, such 
a policy is beyond the ca])acity of any Government tlie country 
is likely to get, it would be safer to coniine Government inter- 
vention to the negative ])olicy of relieving industry of burdens 
that press with ditlercnt weight 0 !i dilTcrent industries, and 
removing obstacles to the spontaneous re-orieiitation of industry 
and redistribution of lalnnir that is all the time going on. 

Henhy Clvy 



THE ECONOMIC EFFECTS OF ADVELITLSEMENT 


Tjie costs of production may be divided into two parts; 
namely, the costs of manufacture and tlic costs of selling. Under 
modern conditions many, and jn’obably the majority of, goods 
cost as much to market as tliey do to manufacture ; while in some 
eases selling costs amount to as mindi as three, four, or even five 
times the cost of manufacture. These selling costs are made up 
of the expenses of all middlemen and of those expenses which the 
ju’oducer incurs, over and above the cost of manufacture, in the 
process of selling his goods. Now certain of these costs are 
expenses inevitable to the transfer of commodities from ])roducer 
to consumer. They represent additional services rendered in 
making the goods accessible to the red ail buyer : the goods would 
not be forthcoming in the form and at the places desired by the 
consumer unless the price paid by him was suHicient to covau- 
these costs, ^hhey form part of what may be called the “ true 
sup 2 )Iy ])rico ” of the commodity. Such “ true ’’ selling costs 
may be divided into four groups : (1) the costs of transport, (2) 
the costs of jireparation, sorting and grading, (3) the costs of 
holding, and (4) the cost of information or getting into touch with 
buyers. 

(1 ) Costs of transport are a necessary eonse(pieuc(' of speciidised 
and large-scale production. 

(2) The necessity (»f 2 )acking, sorting and grading arisi's from 
the fact that goods are produced in bulk, aiul must be divid(‘d up 
into small parcels suited to the needs of consumers. Coods 
which are distributed through wholesalers and retaiku's may be 
sorted, packed and divided into smaller lots three or more times 
before they reach the consumer. Some goods, es])ecially j:)erish- 
able commodities, have to be graded and furtlua* j)r(‘par('d by one 
or more of the distributors before the}" are ready for sale to the 
consumers. 

(3) The co.sts of holding include the cost of warehousing, tlu', 
cost of financing stocks and the cost of risk-bearing. Their 
amount is determined partly by the bulk, value and durability' 
of the commodities and partly by the length of the holding period. 
This jieriod (which elapses between completion at the factory and 
sale to the ultimate consumer) varies greatly with ditTerent 
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commodities. Its duration is largely determined by tli(] dt'grees 
(){ irregularity in the supply and demand for the commodity, since 
irregularity in eitlier of these factors necessitates the holding 
of reserve supplies. Partly it is determined by the extent to 
which traders succeed in securing raj)idity of turnover* without 
thereby sacrificing volume of turnover. 

(4) The cost of bringing buyer and seller together, or the ef)st 
of information, is that wliich has to be paid in order to CTi-ordinate 
demand and supply wlien spe(;ialisation and large scale production 
liavc separated producer and eonsunuT. This co-ordination is 
usually secured through the services of n^tailers and wholesalers. 
Retailers announce available supply to consumers and whole- 
salers get into touch with the appropriate ndailers in each district. 
Part of the payment received by both wholesaler ami retailer is 
remuneration for this seuwiee of information. Occasionally the 
w'hohssaler’s sole function is the provision of information, since in 
some cases he docs not handle goods at all, but acts imu’cly as a 
broker between produc(‘r and retailtT. In tins ease the whole of 
the costs incurred by him arc information costs. Information 
may, however, be j)rovided otherwise than through the ordinary 
wdiolesaler and retail(‘r channels. On lh(‘ one hand, its costs may 
bo borne din'ctly by the consunKU’ (as when a housewife advertises 
for a cook or a government olliee bu’ tend(Ts), while on the other 
hand it may be provided by the producer tbrough travelling sales- 
men and printed advertisement. Now' this soi t of advert iscnmuit , 
which merely conveys information as to availabh* supply, is a 
‘‘ true ” selling cost, since, like holding and transport (‘osts, it is 
the jjayment for a service indispensable to the marketing of 
commodities. It is only an alternative and often a cheaper - 
form of ])roviding that necessary service. 

It is thendore diiTerent in nature from what 1 propose— during 
tlie course of this pa])er — to call advertisement costs. Pnr there 
is an important distinction to be made between ‘‘ true ” scaling 
costs and those advertisement costs which are incurred either 
by producer or middleman with a view to inci-easing tin' sak* of 
a commodity. “ True ’’selling costs arc as indisptmsable a part 
of the final price as are the costs of manufacture; and if they 
w'cre not undertaken by the seller, they would have to be borne 
directly by the consumer. Adv^ertisement cost, however, r('i>re- 
sents expenditure by th(‘ seller, not in ])utting the goods on tlu^ 
market, but in inducing (ho buyer to accept them. Without tins 
expenditure it wo\ild be impossible to market the same amount of 
goods, not, as in the former case, because the su])ply would not 
No. 149. — VOL. XXX VII r. 



18 THE ECONOMIC JOURNAL [MARCH 

bo available whore it was required, but because the demand 
curve would be too low. 

In the pages which follow all expenditure of this latter type 
will be considered as expenditure on advertisement, 'fdiat is to 
say, exj)en(liturc on advertisement is expenditure (over and 
above the costs of producing and transferring the commodity 
to the consumer) which is incurred by the seller with a view to 
increasing the sales of his commodity.^ Thus, in addition to the 
cost of ])rinted advertisement, it includes expenditure on travelling 
salt‘smen, “ free offers,” competitions, coupons, window disjdays 
and other devices for attracting buyers. Ihit it does not include 
those information costs which the separation of producer and 
consumer has made indis])cnsable to the marketingof commodities. 
In practice, of course, it is extremely hard to draw the line between 
advertisement which is merely an alternative way of providing 
information and advertisement which aims at increasing demand. 
Few advertisements, however, confine themselves entirely to the 
mere announcement of su2)ply, and the vast majority are aimed 
almost exclusively at “creating demand.” It may be said roughly, 
that wlu're a commodity is marketed through the ordinary 
wholesaler-retailer channel, there is a jmma facie case for con- 
sidering all expenditure on advertisement as an advertisement 
cost and not as a “ true ” selling cost. And wlierc the commodity 
is marketed directly from ])roducer to retailcT, any expenditure 
above what would normally be 2)aid to the whoh^saler for his 
function as broker, may })e considered as an advertisement cost. 

Now advTi'tising expenditure as thus defined aims at increasing 
sales by affecting the mind of the consumer. ^ liy various a2)2>eals 
it induces him to change his subjective valuation of the commodity. 
Thus the marginal utility of the commodity is increased and the 
demand curve raised. Consumers are [)ersuaded to buy more of 
it at the same 2>rice, the same quantity at a higher 2>rice, or even 

^ of counso a prodiK/cr may try to inorcaso hin aalos by im|)r()\ the qualit y 
of the commodity •which ho soils, or by increasing the Bervi«'<’s \vlii«-h bo supplies 
with tho commodity, or by producing something more adapted to the needs of 
the consumer. The (jost.s of such improvement are not to bo considered os 
advertisement costs, for they form part of tlio snpjdy price of a commodity 
dil'fercnt from the unimproved variety. Coinpetit ioTi by quality and competition 
by advertisfuiK'nt arc different things, although in ])articular ra.sc.s it is not 
always easy to distinguish them. Jn the fornuT ease t]i<> s('ller tries to suj)ply tlm 
consumer with wliat ho wants, in the latter he tries to j)ersuado tho eonsnmer 
that Iio wants what the seller can snj)ply. 

^ Some advert i.s(3 merit is addressr'd by producer's (and occasionally also by 
wluilesalcirs) to the retailer and not to tho eonsiim<*r. Such advertisement 
attempts to persnudo the retailer of tho “saleability” of tluj advertised 
eornnujdity. 
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in some eases more of it at a higher price. Such expenditure, 
directed as it is towards changing the demand curve, cannot 

properly bo considered as forming part of the “ true ” supply 

price of the commodity. It is a sum arbitrarily added by tlio 

seller to “ true ” costs of production, which sum he is able to 

extract from the consumer because its expenditure increases the 
marginal utility of his products. 

Consequently with advertised commodities it cannot be said 
in any useful sense that price tends to equal the cost of ])ro- 
duction. For the price docs not tend to be equal to the “ true ” 
cost of production of the commodity, but to that amount plus 
what the producer thinks it worth while to add in the way of 
advertisement costs. We shall see later that advertisement may 
alTect the cost of manufacture and “ true ” selling costs, and that 
therefore the final price of the commodity imiy be lowered al- 
though the total supjily price includes the cost of advertisement. 
Hut the i)oint I want to make here is that the sums spent on 
advertisement are not on a par with other costs, and cannot be 
considered as part of the ordinary cost of jiroduction of the 
commodity. 

It may here be objected that advertisement costs arc payments 
for service as much as arc the “ true ” selling costs — namel}^ the 
service of education, which bears fruit in the new valuation of 
the commodity arrived at by the consumer. It is sometimes 
claimed that advertisement raises the standard of life and educates 
the public by increasing their wants and pointijig out to them the 
use and desirability of the advertised commodities. (k^nseqiKuitly 
it could be argued that advertisement costs are as much a part of 
the “ true ” cost of production as are the other selling costs. This 
might be true, I think, if advertisement were index'd educative ; 
that is to say, if it put before the consumer such detailed and 
truthful information as would assist him in making a more correct 
judgment of commodities. By a correct judgment 1 mean one 
where the relative valuations put by an individual on dilh'rent 
comnu^ditics closely correspond to the relative satisfactions which 
in practice ho will obtain from them. Such a judgment could 
only be reached if the consumer had knowledge of all the com- 
modities available, of their uses and proj)erties, their relative 
merits and adaptability to his needs, in a world without adv(‘r- 
tisement the consumer w^ould be ignorant of many commodities 
which would satisfy his needs, would not know all the ust's of 
others and be blind to the merits of many. Some commodities 
he woidd undervalue through ignorance, whih' others he wouhl 
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ovorvaluo tlirougli custom or projudico. But in a world where 
sales are largely obtained by moans of advertisement, arc his 
judgments likely to bo more correct ? Docs advertisement otTer 
him such truthful and reason(‘d information that his valuations 
correspond more closely than they otherwise would do to the 
satisfactions obtainable from commodities ? 1 do not think that 

it does. W'e shall sec later how advertisement can persuade him 
to })refer one makii of a commodity to other makes of equal 
quality, and to ])ay more for it; and how it can often induce him 
t o buy inferior goods. Arguing from results there seems no reason 
to snppo.se that advertisement a.ssi.sts his judgment, and a study 
of adv('rti.s(nnents k'ads to the same conclusion. Advertisements 
are not written to h(‘l[) peo])lc make a reasoned choice of com- 
modities, they are written with the object of inducing them to 
buy ])articular things, and they naturally exaggerate the u.ses and 
merits not only of the commodity but of a particular make of the 
conimodity. Moreover, the vast majority of advaTtisenients do 
not eonfiiK^ lhems<‘lv(‘s to ])ointing out the u.s(‘s of commodities; 
th(‘y ?nakc tluar appeal not to the reason, but to the emotions, of 
tlie (‘onsumer. Suggestion, reit(‘ration, attractive illustration — ■ 
these are all devices to induce him to buy the article without 
making comparisons and calculations. They certainly do not 
assist his judgment as to the relative satisfactions to be obtaimal 
from ditferent commodities or as to tin' relative* satisfactions to 
be obtained from commodities and Irisure. 

A pos>ibI(‘ exee])ti(»n to this conclusion is the advi*rlisement of 
iincntions or lU'w commodities. It is undoubt(‘dly true that 
advertisement has brought popularity within a short spac(^ of 
time to some usi'ful commodities, which, without it, would hav(^ 
taken much longer to pem^trate into common use. Striking 
example.s of t liese an* vacuum cleaners and .safety razors. In these 
ea.ses advert isenumt lias certainly pei’formed an educational 
s(‘rviee. fhit il we take into account all the new commodities 
introduced by adv(*rtisement it secuns very doubtful whether over 
the whole tield any such service has been p(‘rformed. For while 
some of the new commodities advertised are more adapted to tlu^ 
needs of (jonsumers tlian those which they rejilaco, others are 
less w(‘ll ada])ted, while .still others differ little from the old but 
are abli' (by virtue of advertisement) to command a Jiigher jirice. 
On the whole, therefore, it does not seem nece.ssary to make an 
(*xcej)tion of the advertisement of new commodities, and it seems 
reasonable to conclude that the set of judgments entertained as 
a result of advertisement is on the whole less likely to be correct 
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than that which would have been entertained without advertise- 
ment. 

Consequently there appears to be no j^round for saying tliat 
advertisement costs, which i)crsuade tlie consumer to adopt this 
new set of judgments, are conferring an ediieativc service and are 
therefore of the same nature as true selling costs. They are of 
((uite a dilh'rent nature. When a consumer bu\s an adverti.'^('d 
commodity, ])art of the ])ricc whicli }u‘ ])ays re])resen<s tlu^ cost of 
manufacture, part the cost of si'Iling and part the cost of persuad- 
ing him to make the purehase. Now while the lirst two parts 
make up the ‘‘ tru(‘ ” cost of production of the eommrKli(\', the 
last part -the advertisement cost — may be considc'refl as th(^ cost 
of adding an artificial value t<^ the goods concerned. It makes up 
(as it were) the supply price? of an immaterial commoflity which 
I will call “ reputation.” Consumers who, by advertisement, are 
indueefl to increase their ])urchases of advertised goods, do so 
because the marginal utility of the commodity has been rais(‘d 
for them, or we may say that with the f)riginal commodity th(‘y 
choose to buy this new immaterial commodity — re})utation. The 
cost of creating reputation becomes part of the price of commodities 
and forms a considerable ju’oportion of what are ordinarily called 
selling costs. 

When we consider these facts, it becomes evident why market - 
.ing costs account for sucli a large* proportion of the linal ])ricc of 
commodities. For obviously it would not la* worth while for the 
seller to incur the costs of advertisement if he did not rciamp 
himself out of the red urns which he g<.‘ts for his sak*s. That, is to 
say, the final price j>aid for the commodity by the consumer mu^t 
bo suflieient te) cover its true costs of })roeluction })lus the cost of 
advertising. There are two ways in which this may be Ijroiight 
about. Firstly, the demand curve for the commodity (or of the 
brand plus its rc‘j)utation) may be raised by an amount at least 
cepial to that by wliich the cost curve has be'cn raised, wlien we 
consiilcr the cost curv'c as made' uj) of ” true ” costs plus advertise- 
ment costs. That is to say, tin? adveTtiseinent may be so success 
ful in raising the consumers’ demand for the commodity ti^gether 
with its manufactured reputation that they are induced to ])ay a 
price for the commodity high enough to cover advc'rt ist'jncnt 
costs. Secondly, where increasing returns ])revail, adviTtise- 
ment., by increasing the scale of output, may so reduce j)roduction 
costs and true selling costs that the economies from these two 
sources may cover and more than cover tlie ex[)ens(' of the 
advertisement . 


TME^A^KRISHNA MISS'ON j 
INSTITlo ■ *1' u .i 
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Tlius advertisements and advertising campaigns fall into 
two important divisions, those which raise prices and those 
which do not raise prices. From the social point of view the effects 
of the two types are widely ditferent. But cutting across these 
two divisions two further distinctions must be noticed : namely, 
advertisement which is competitive within the trade, and adver- 
tisement which is ji()< competitive within the trade but which aims 
at increasing the total demand for a particular commodity. 
Advertisement which has the latter aim in view is usually con- 
ducted either by a group of producers or by a single producer who 
lias a considerable degree of monopoly. This form of advertise- 
ment — non-competitive within the trade — has recently become 
of increased importance. Many monopolists now find it worth 
while to advertise; and co-oi^crative advertising — the first 
example of which was conducted in 1908— is now undertaken by a 
number of producers’ associations. Sometimes these campaigns 
of associated producers result from the rivalry of other industries ; 
for instance, the American Face Brick Association had a co- 
operative campaign because their industry was threatened by 
])ropaganda advocating the use of lumber throughout the building 
of a house. Other associated campaigns have been undertaken 
to lengthen the selling season. The Oreeting Cards Association 
and the AV'alnut Growers’ Exchange ])oth conducted campaigns 
to extend their sales beyond the holiday season. In other cases 
co-operation has arisen merely from the realisation that advertis- 
ing can increase sales not only by transferring them from one 
])roducer in the trade to another, but also by greatly increasing 
the total consumption of a commodity. In addition to this form 
of advertisement, non-coinpctitivo within the trade, it sometimes 
happens that advertisement which is competitive in aim is not 
so in effect. Often the advertiser gains more from increased con- 
sumption than from the diversion of his competitors’ business. 
Indeed it ha])peiis occasionally that an advertiser increases not 
only his own sales but tho.-c of Ids rivals as well. For instance, 
the manufacturer of a health product says that his sales increase 
whenever his rivals conduct an advertising campaign, and the 
advert isements of vacuum cleaners arc said to have increased 
the sale of brooms and carpet sweepers. On the other hand, not 
all the advertisement of monopolists must be included in non- 
competitive advertisement, as sometimes the advertisement of a 
monopolist ainis at increasing the demand — not for the whole of 
his output — but for those of his brands which are the most highly 
priced or which are the most profitable. Thus from 1903 to 1910, 
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when the American ynuff Company had an almost complete 
monopoly of snulT in America, they concentrated their advertise- 
ment on pushing the sales of their more exixmsive brands. 

Now competitive advert isenuuit may fall into my second 
division of advertisement— that which does not raise prices, by 
bringing increasing returns to one producer, if the optimum size 
of business is larger than he would have obtained without advxT- 
tisement. For, as wo shall see, it is often possible, to attract 
customers by advert isenient where they would not have been 
attracted by lower price. On the other hand, some advertisement 
which is not competitive within the trade may fall into my first 
division of advertisement — that which raises priees. This fact 
is sometimes obscured in those cases where the advertiser accepts 
a lower profit per unit in order to pay for advei'tisement. For 
then, advertisers argue that the advert is(unent is paid for out of 
profits and not out of tlie pocket of the consumer. But this is 
not the case. By accepting a lower rate of profit per transaction 
and spending the balance on advertisement, the producer is able 
to gain a larger total profit from his increased turnover. 'J’he 
demand curve is raised by advertisement and the cost curve 
(including advertisement costs ami profits) remains the same as 
before, so that a greater amount of the commodity is sokl at the 
same price ])er unit. But, if the advertiscT had obtained the 
increased sal(‘s \n it bout advertising, he could have sold his g(f()ds 
at a lower price and still have mad(5 tlu^ same total profit as lu^ 
does when he sjieiuls upon advertisement. The fact that in many 
eases he is not able to increase his sales by offering his goods at a 
lower price, wliile he is able to do so by advertisement, is merely 
further evidence that competition by adv(‘rtisement is more 
effective than competition by price. And the consumer who is 
persuaded to buy, through advertisement, what ho would not liavo 
purchased at a lower price, has to pay for the advertisement, not 
in a price directly raised, but in one greater than it need have 
been. Jfe is in effect purchasing reputation. 

Thus, whetln'i’ advertisement is or is not competitive has 
littk) bearing on the effect of that advertiscunent upon pric('. 
All that can be said is that competitive advertiscunent is jirobably 
the more expensive of the two, since the advcu’tiser has to criaite a 
reputation in the face of the advertisiMuent of rival brands. And 
direct competition with rival [)rodueers of the same commodity 
tends towards a cumulative increase of advertising exjieiiditure. 
But, except for the question of increased costs, it b(‘comes obvious 
that the division between “competitive” and “constructive 
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jidvortiseinciit i.s nob of fiindaniental importanco when wo consider 
that (taking production as a whole) all advertisement is com- 
])otilivo. For, in order that he may buy more of an advertised 
commodity the consumer must buy less of something else. And 
the shift in demand Imngs about a sliift in production such that 
the national dividend is made up of an increased amount of that 
commodity wlioso marginal utility has been increased, and of the 
reputation created for it by advertisenu'ut ; but it contains less 
of the commodities from whose production resources have been 
drawn to })rovide ])oth the increase and the advertisement. We 
may, however, imagine the case in which all commodities are 
advertised so successfully that all subjective valuations are 
ijicicased. Obvdously tliey cannot all be increased with regard to 
each otlior or with n^gard to money, for this would have no 
meaning. Hut they inight all be increased with n‘gard to kusure 
— that is to say, that the balance between the marginal disutility 
of effort and the marginal utility of commodities might bo so 
altered that people would be induced to [)ut forth rather more 
elTort in onhn* to obtain more commodities. Jt would follow that 
the Tiational dividend would be inensised and the inercase would 
be mad(i up of tln^ e.xtra commodities produeed, tog(‘ther with a 
great deal of the immaterial commodity — reputation. Of course 
it is not really possi!)le that advm’tiseiiK'nt could laise all marginal 
utilities by the sanu; amount; so that in tliis, as in other eases, 
tlio ratios of exchange between commodities wouM b(^ altensl by 
advertisetnent, and consc(jue!itly the distribution of resourc(‘s 
between various productive enterpris{\s would b(5 vari(‘d too. 
Hut it may well be tliat advandisement, by continually })ringing 
to people's notice tin; uses and mmits of a number of commoditii'S, 
lias so increa.sedt iudr wants that the balance ixdween the disutility 
of effort and the utility of goods has Ixaai altenMl. 

We nu'iy consider, therefore, that all advertisement is eoin- 
petitive, either between commodities or betwc'cn commodities 
and leisure. And the distinction whicdi is of im])ortane(‘ to 
economic welfare is the distinction betweim advertisinncnt whitdi 
is paid for directly by the consumer in a liiglua' price and advei’- 
tisement which brings sucdi economies as to pay or more than pay 
for its cost. Let us lirst considiu’ the casi's where there arc no 
riaictions on the cost of producing t he commodity, or where the 
('conomies from the largiu* output proriuci'd witli advertisemiuilr 
are insuirieient to cover the cost of the adverti.sement. d'he 
result of the advertisement is that the cost of production of the 
commodity is raised by the amount of the advertisement costs 
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(or by that amount less any economies), and the demand curve for 
the commodity is raised by an equal or greater amount. (3r, if 
the advertisement is entirely competitive, the demand curve for 
a particular brand of the commodity is raised. In the latter case 
the same amount of the commodity is bought as before and a 
greater total sum is spent upon it. The result of the advertisement 
has been merely to transfer demand from one producer to another, 
while the prices of the successful producer are greater than tliosc 
of his competitors because of his expenditure on advertisement. 
The consumer is willing to accomplish this transfer because he 
prefers to buy not tlie commodity only, but also rci)utation. 
Thus, where competitive advertisement brings no (or insufHcient) 
economies in other costs, some of the country’s resources are 
diverted from the production of ordinary commodities and 
services to the production of this immaterial commodity — 
reputation. 8o that the national dividend is made up of rather 
fewer other goods and services and rather more reputation than 
would have been the case had there been no advertisement. 

If (and this is much more usual) the advertisement is not wholly 
competitive within the trade, the increased sales of the advertising 
linn come not only (or possibly not at all) from the decreased sales 
of its riirect competitors, but from the increased purchases of that 
particular commodity by the public. Then, where advertisement 
does not bring economies, the total sum spent upon the commodity 
is increased in greater ])roportion than the increased sales. A 
larger amount of the country’s resources arc devoted to its ])ro- 
duction than before, in addition to resources (amounting to the 
cost of advertisement) which arc directed to the creation of its 
n'putation. This comes al)out because tlio marginal utility of the 
commodity ])lus its created reputation has been increased, and 
therefore the ratio of exchange between the advertised commodity 
(plus its reputation) and goods generally has been altered in 
faviuir (^f the advertised commodity. Consequently resources 
are diverted from other uses to produce the coimnodity and the 
reputation. Now, where advertisement has brought about sucli a 
shifting of resources and a greater j)roduction of the advertist^d 
commodity, wc arc bound to say that the national dividend has 
increased, because the shift has taken })lace in order to produce a 
set of commodities which advertisement has induced people to 
consider more valuable than those which were previously being 
produced. Economies only tak(‘s into account the fact of sub- 
jective valuations as shown by the prices f)aid, and does not 
consider whether these valuations are justiiicd. Therefore, if 
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people think that the set of commodities produced by the new 
distribution of resources is more valuable, then it is more valuable, 
and the national dividend is increased. Whether, however, 
economic welfare is increased by the redistribution is a different 
matter. Jf it were probable that the new set of valuations pro- 
duced by advertisement would bo more nearly correct than the 
old, then it might be worth the community’s while to direct some 
of its resources to the creation of reputation, in order to bring 
about a groujung of resources corresponding to the new set of 
valuations. But, as it seems to me likely that the valuations 
arrived at by advertisement arc less correct than those which 
would otherwise have obtained, I contend that the community 
loses in two ways. Firstly, by the product ion of a set of goods and 
services (other than reputation) which are less adapted to its nec'ds 
than those which would otherwise have been produced; aiul, 
secondly, by the diversion of resources to the production of 
reputation. Th(‘refore, unless reputation itself is of social value 
(and 1 shall put forward arguments showing that it is not), then? 
seems reason to suppose that advertisement which does not bring 
economies equivalent to its (;ost is directly harmful to economic 
welfare. 

The case is dilferent when we come to consider the second 
way in which the cost of advertisement may bo covered; that is, 
where economies in other costs (r(‘sulting from the larger output) 
cover or more than cover the cost of the advertisement. In 
such cases there is no diversion of resource's from other uses to 
the production of re[)utat ion, since its cost is covered by economies, 
and the efTect of the advertisement on economic welfare d(‘p(‘n(ls 
upon whether the new set of commodities produced as a result of 
advertisemeni is more or less adapted to the needs of consumers 
than the old. Obviously economic welfare will be increased if th(' 
total co.st of producing the larger amount of a commodity sold 
with advertisement is equal to or less than the total cost of 
producing the amount which would have been ]>roduced without 
advertisement. This, however, is extrenudy unlikely to occur; 
and it is probable that with advertisement a larger total sum will 
be devoted to the i)urehasc of the commodity than would have 
been the case without advertisement. There wall then be a trans- 
fer of re.sources from other ii.ses to the production of the advertised 
commodity. If w'e consider that the new set of valuations 
resulting from advertisement are less likely to be correct than the 
old, the consumer may or may not benefit from this transfer. 
He will benefit from it so long as the exc(^ss of the total price paid 
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for the amount produced witli advertisement over the total price 
paid for the amount produced without advertisement is no more 
than the total utility of the additional units. In other words, since 
with the new demand curve some units are produced at a price 
exceeding their utility as shown by the old demand curve, the con- 
sumer will gain so long as the total amount of the excess is less than 
the saving on the original units together with the consumers’ sur- 
plus on those additional units whose price is less than their utility. 

Now where economics in other costs exactly balance the cost 
of advertisement, the price will be the same with advertisement 
as without it, while a greater amount of the commodity will be 
produced. In this case all the additional units will have been 
produced at a price greater than their utility as shown by the 
old demand curve. Therefore, if the old set of valuations is 
correct, the consumer is bound to lose where the addition to 
costs made by advertisement is equal to the economies resulting 
from larger output. But, where advertisement brings about a 
considerable reduction in price, the consumer is very likely to 
gain ; since even a small reduction in price over the whole output 
is likely to offset the loss on those units which arc produced at 
a price greater than their utility, unless this loss is very great. 
Other things being equal, this loss will be greater the greater is the 
increase in output due to advertisement, and the more inelastic 
is the original demand curve. On the other hand this loss is more 
likely to be offset the greater is the decrease in price brought 
about by advertisement. 

In practice it a})pears that considerable price reductions have 
in many cases resulted from the increased output which advertise- 
ment has made possible. Indeed it is probably true to say that 
advertisement has played a great part in facilitating the pro- 
duction on a large scale of many semi-staple commodities, and 
in rendering possible the economies of standardisation and mass 
production. In addition to increasing the scale of output, there 
arc various other economies which may bo brought about by 
advertisement. Firstly, advertisement tends to introduce a 
considerable uniformity in demand. Thus variat ions necessary to 
suit special tastes are reduced, and a higher degree of standardisa- 
tion is made possible. Secondly, advertisement may sometimes 
be used in such a way as to adjust the demand for a commodity to 
the supply available at the factory. And thirdly, there are 
variou.s important economies in selling costs which may result 
from advertisement, and which, in some cases, may of themselves 
be sufficient to cover the cost of advertisement. 
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It is clear, therefore, that considerable economies may result 
from advertisement, and in consequence considerable price 
reductions. In all sucli cases there is a great probability that 
the immediate elTect of advertisement will be to produce a set 
of commodities which will yield a greater total satisfaction than 
those which would have been produced without advertisement. 

We may conclude that, w'hereas advertisement wliich raises 
price is directly harmful to economic welfare, the immediate 
elTect of advertisement which lowers i)rice may in many eases 
j)rove beneficial. 

Where the increased output of the advertised commodity 
comes about through increased eflort (whether or not the ])rice 
is raised by advertisement), there lu^ed be no withdrawal of 
resources from other uses. In .such ca.ses the national dividend 
is undoubtedly increased by the adviuliscment, but we are left 
doubtful whether the re-valuation of leisure and commodities 
brought about by advertisement is any more likidy to be benelicial 
tlian the re-valuation of commodities discussed above. 

The indirect etfects of advert i.sement remaisi to be considered, 
'riiese are of particular importance in that th(^ success of adverlis(‘- 
ment is based upon its power to restrict eoinjudition, and its 
use brings groat changes into the conditions which determine 
value. Under conditions of perfect competition producers would 
gain nothing by spending money on advertisement, for those 
conditions a.ssumc two thing.s — (1) tliat the demand curve is 
fixed and cainiot be altered directly by producers, and (2) that 
since producers can .sell all that they can produce at the inarki t 
])rice, none of them could produce (at a given moment) mon; at 
that price than they are already doing. In practice, of eour.s(‘, 
there is no sucli thing as perfect competition, and, even wh(‘n; 
advertisement is absent, these assumptions are never completely 
fulfilled. ]3ut in a world where advert i.sement is largely used, 
they cease to corre.spond, even remotely, to the facts. For, in 
the fir.st ])laco, the marginal utility of commodities can lx? con- 
siderably alterefl by advertisement and, by s})ending sufficient 
money, producers can raise the demand curve, either for a group 
of commodities, a single commodity or a particular brand of a 
commodity. And, in the second place, the prevalence of advertise- 
ment makes it increasingly difficult for a manufacturer who does 
not advertise to find purchasers for his goods, even though he 
produces the standard quality at the market price. A manu- 
facturer who does not advertise may be able to quote a price to 
wholesalers as low as, or even low^er than that of his competitors. 
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and yet be unable to obtain a market for his goods. This has 
come about because price and quality by themselves have ceased 
to be clTective nuithods of competition. Wholesaler, retailer 
and consumer no longer buy in the cheapest market, in reliance 
on their own judgment of quality. For in buying to sell again, 
wholesaler and retailer have first to consider “saleability,” and 
they find that the consumer buys, not the cheapest goods of their 
kind and quality, but those for which a reputation has been 
created by advertisement. Advertisement affects the consumer’s 
judgment of commodities and his desire for them to a degree 
which it is hard to realise. We find that, on the one hand, ho 
will often fail to buy goods which are offered below the market 
price if tliey have not been brought to his notice and their merits 
dinned into his ears by advertisement; while, on the other 
hand, his consumption can be enormously increased by advertise- 
ment, even though the advertised product may be more expensive 
than an unadvertis(‘d vari(‘ty of the same commodity. Goods for 
winch a r(‘piitation has been created can be sold even if their 
price is above that of similar goods in the same market. Goods 
whose name is unknown may be unable to find a market, even 
though in price and quality they compare favourably with the 
advertised commodity, Gonscquently, the problem for the 
manufacturer is becoming less and less the amount that he can 
produce at a given price and more and more the amount that he 
can sell. And the amount that he can sell depends largely on 
his ability to create a reputation for his product. Thus it comes 
about that the price of many commodities is made up, not only of 
manufacturing and true selling costs, but also of the cost of 
creating reputation. 

In almost every trade to-day we find that such advertisement 
costs are incurred. A few manufacturers spend money on 
advertisement in order to increase their sales, and their rivals 
are forced to follow suit. If they do not do so, their goods may 
be cheaper than the advertised goods (since their price does not 
include the cost of creating reputation) and yet they may be 
unable to attract consumers. Frequent examples of this anomaly 
may be found. I will quote a few. 

The manufacturer of a health product which is very widely 
sold spends considerable sums on advertisement. His selling 
price is 14 per cent, above that of one of his rivals who makes 
smaller profits and advertises very little. Both firms have been 
established for some time, the manufacturing costs of the two are 
not widely different and there is little to choose in the quality 



30 


THE ECONOMIC JOURNAL 


[march 


of their products. But the manufacturer who does not advertise 
sells practically nothing outside his immediate neighbourhood, 
and his annual sales amount to little more than the amount which 
the advertising manufacturer sells in eight days. 

A well-known soap-flake which is a branded article costs 
£150,000 per year to advertise. The price of two unadveriised 
soap-flakes is considerably less (one of them by more than 60 per 
cent.) than that of the advertised product. Chemically there is 
absolutely no difference between the advertised product and the 
two unadvertised soap-flakes. Advertisement alone maintains 
the fiction that this soap-flake is something superfine. If the 
advertisement were stopped, the product would become merely 
one of a number of soap-flakes and would have to be sold at 
ordinary soap-flake prices. Yet the success of the undertaking, 
from the producer’s point of view, may be seen from the fact 
that this product brings in half a million net profit })er year. 

A manufacturer of shoes found that though the shoes that he 
produced were ten to fifteen shillings cheaper than X shoes — a 
widely advertised brand — and were of as good a quality, his 
sales were far below those of the X brand. When he consulted 
an advertising expert, he was recommended to add ten shillings 
to tlie price of ids shoes and to spend his portion of tlie increase 
on creating a reputation for them. 6 T 3 ?>?. 

Examples such as these could be multiplied indefinitely. 
Reputation restricts competition between goods which may be 
dissimilar only in name, by attracting the attention of the con- 
sumer to the advertised commodity to such an extent that he 
ignores the prices and merits of other similar commodities. In 
other cases wc find that the advertised commodity is indeed 
superior to its rivals, but that advertisement induces consumers 
to bear a difference in price out of all proportion to the difference 
in quality. For example, Bayer’s Aspirin was before the war an 
advertised proprietary article.^ Aspirin is a trade name for 
acetyl salicylic acid, which before the war was sold in bulk for 
about 26’. per lb. The price of Bayer’s Aspirin was about 
per lb. (less various discounts). It is extremely improbable that 
the extra care with wdiich Bayer’s Aspirin W'as prepared entailed 
a difference in cost at all proportionate to the difference in price 
between the proprietary article and the commodity sold in bulk. 

Advertisement can only effect this restriction of competition 
where the advertiser can establish before the public the identity 
of his commodity, and connect it in their minds with his advertise- 
* Standing Committee for the Investigation of Prices: Cmd. 033. 
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merit. The diversion of demand from the advertised commodity 
to its rivals — known in America as the “ substitution evil ” — is 
the greatest difficulty with which the advertiser has to contend. 
Probably in no case can the diversion be completely eliminated, 
but it can be greatly reduced by the use of brands and trade 
marks. These devices aim at securing for the advertiser the 
main benefits of his advertisement. For branded goods .can be 
brought to the public notice and identified in a way which is not 
possible with goods sold in bulk. They have an individuality 
such that the reputation created is connected in the consumer’s 
mind not with the commodity only, but with the brand. It is 
for this reason that the increase in advertisement has been 
accompanied by a great increase in the number of branded goods, 
trade marks and projorietary articles. A growing number of 
goods which were formerly sold in bulk arc now sold as branded 
goods and are advertised nationally. Tobacco, groceries, drugs, 
sweets, paint are a few of the more obvious examples. Such 
commodities can be put in distinctive packages, branded and 
labelled in such a way that their individuality can easily be 
established. With goods sold by the yard or ready-made clothes 
tliis is less easily accomplished, but even with such things pro- 
ducers are now attempting to make their brand or trade mark a 
distinctive feature of the commodity. By these means they are 
able to tie up their advertising with their own products, and to 
ensure that, when they incur advertisement costs, the increased 
demand will be directed, not to the commodity as a whole, but to 
their particular make of the commodity. Thus they are able to 
secure for themselves, if their advertising is successful, a partial 
monopoly based on reputation which it is not possible to secure 
when goods are sold in bulk. For with bulk goods retailer and 
wholesaler buy in the cheapest market, and, though ruled to a 
certain extent by their connection with particular manufacturers, 
are prepared to deal with any producer who can offer them a 
cheaper source of supply. And this is exactly what the manu- 
facturer of proprietary articles wishes to avoid. Advertisers 
maintain that the manufacturer of bulk goods is competing with 
others on the basis of manufacturing cost alone, so that the 
moment somebody else can make goods cheaper than he can he 
loses his business and is left with no selling organisation and no 
reputation. 

This attitude shows very clearly the object of the manufacturer 
of branded goods. Such a manufacturer liopes by national 
advertisement to establish a reputation for his brand such that 
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Die consumer dcmanda not the commodity in general, but tlie 
particular make to which reputation is attached. The result is 
that competition from other brands or from an unbranded variety 
of the commodity is indirect. Such goods may be offered more 
cheaply, but they are looked upon as other commodities — sub- 
stitutes perhaps — but not as the same commodity at a lower 
price. So long as the consumer insists on the commodity plus 
tiie reputation, and so long as the producer succeeds in tying 
the reputation to his own j)roducts, a partial monopoly is estab- 
lished against which competition by price alone is ineffective. 
As an increasing number of manufacturers in all trades resort to 
the advertisement of proprietary articles, each market gets split 
up into a number of these reputation monopolies, and it becomes 
more and more diflicult for a manufacturer vvdio does not advertise 
to find an outlet for his goods. Moreover, the position of the 
successful advertiser is strengthened by the fact that re])utaiion 
is costly to create, and becomes progressively more costly as an 
increasing number of manufacturers resort to advertisement. 
For the louder the chorus which already assails the consumer, 
the more diflicult and expensive does it b(‘come to bring any 
particular appeal to his attention. The manufacturer in any 
trade who succeeds in creating a rejmtation obtains a certain 
monopoly advantage, and his rivals, finding the difli(tultic‘S of 
marketing enhanced, have in their turn to incur advertisennent 
costs. But, since they have to create reputation in the face of 
one already established, f ho probability is that their advert isenumt 
costs will b(j heavier than t hose of the. original manufacturer. This 
will again react on him and tempt him to incur still more con 
siderable expenditure. Thus the process is cumulative, and the 
amount spent upon advertisement lends continually to iiutrcas(‘. 
This tendeney is accentuated by the fact that a growing numb(*r 
of producers in all trades are adoj)ting th(! use of advertisement . 
A manufacturer who wishes to increase liis sales by advertisement 
has to compete not only directly with those in his owm tiade 
wiio have created reputation monopolies, but also indirectly 
with all those in other trades who, by their advertisement, are 
bidding for the attention of the public. As an illustration of the 
increavsing cost of advertisement the estimates of various national 
advertisers arc of interest. They give figures varying from £25,000 
to £40,000 as the annual cost of “a fair degree of publicity,” 
which before the war could have been obtained for £10,000. 

Thus the indirect effects of advertisement arc the restriction 
(d competition by price and quality, and the establishment of 
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reputation monopolies whose strength is aceenluMled by tlie 
cost of advertisement. And these indirect e/Tects are lik(*ly t<> 
be more harmful than the direct elTect ()f advertisement on 
prices, because where the advertiser establishes a reputation 
monopoly the ditfercncc between the price of advertised and non- 
ad vertised goods is not limited to the cost of advertisement. So 
that even where advertisement lowers costs tlie consmner may 
not get the benefit of the reduction or may get less than the full 
benefit. 

But, whil(‘ tlie general tnuid in industry ap])ears t(j be towards 
the increase of j^roprietary articles and the extension of reputation 
monopolies, it is intcrc'sting to note the growth of a movement in 
the opposite direction. This may be observtvl in the ])olicy of 
certain large-scale retailers. These (inns preba* to (h‘al in non- 
proprietary articles which tlu^v purchase themselves on the open 
mark('t or have manufactured for them. In these [)urchases 
they lU’cfer to rely on their own judgment rath(T than on the 
reputation manufactured by producers. Working on a large scab' 
they are specialists in buying, and their aim, like that of the pur- 
chaser of bulk goods, is therefore for ehea])ness and rpialily rather 
t han for r(‘putation. Jn this way tlu'v ttnid to n'store coni])etition 
betw('en inanufaeturers and to oppose' the monopoly of braiided 
goods, d'hey do not, however, dispc'use with reputation alto- 
gether as a factor in marketing. For the reputation of tlu'sc^ 
large shops themselves is one of tin* means by which they are 
able to .s(‘curc volume and rapidity of turnovi-r. But, on the 
whole, th(*y base their appeal to the ])ublic mon' u))on the price 
and quality of their goods than upon the reputation created by 
adveitisemcnt. Moreover, when tlu'v do advertise;, they aim 
at creating tin* |•eputation of the shop ratlu'r than that of particular 
commodities, and in doing so they do no more than is done by 
mt)st large retailers. For those retailers who sell branded goods 
also advertise their own establishments, so that in their cast* 
tht'i'c is a double set of iV}mtations invt)lv(‘d, a double set of 
advertisement costs and a limitation of price competition at two 
stages of distribution. Bor in buying goods, such retaili'rs art* 
induenced more by rejnitatiou than by jirice or hy ({uality, while 
in selling they rely partly on the reputation ensited ft)r tin* goods 
by the manufacturer and jiartly on the re[)utation wliieh they 
themselves create for their house. Wht'reas the large retailers, 
who make a practici; of si'lling non projnietary artick's, in buying 
rely on price and quality, and in selling rely on their own and not 
upon the manufacturers’ rt'putation. ’riius the inqKU'tanec of 
No. 149. — VOL. xxxviii. 



34 


THIS ECONOMIC JOUENAL 


[march 


this movement lies in the fact that, at one stage of distribution at 
least, it restores competition and opposes the reputation monop- 
olies of producers. 

While advertisement on the one hand tends to .stimulate the 
growth of monopoly, on the other it changes the monopolist’s 
problem. For the restriction of supply is no longer his sole 
method of obtaining a j)ricc per unit higher than that which 
would have been brought about by competition (without adver- 
tisement). Advertisement enables him to raise the demand 
curve ; and, though he will not produce as much as would be 
produced with the new demand curve under conditions of free 
competition, his production will be greater than tliat which would 
be produced by monopoly without advertisement — and it may 
]:)ossibly be greater than the output under conditions of free 
competition without advertisement. It can be proved, if we 
make the assumption that advertisement raises the demand 
and supjdy curves by constant amounts throughout (and the 
former more than the latter), that the monopolist gains by 
advertising and that the maximisation of monopoly revenue with 
the new d(MnaiKl curve entails an output greater than that which 
would have been brought about by the maximisation of monopoly 
revenue with the old demand curve. 

But while the monopolist gains by raising the (hnnand eurvi', 
rather than by restricting supply without raising the demand 
curvai, what is the consumer’s position ? On the assumption 
that his old valuations were more correct than his now ones, it is 
obvious that, when tlie j)rice fixed by monopoly with advertis(‘- 
ment is not lower than the price fixed by monopoly without 
advertisement, the consumer loses, since the total utility of any 
additional units produced as the result of advertisement must 
be less than the price ])aid for them. For the price; which would 
have been fixed by the maximisation of mono|)oly revenue wit bout 
advertisement would have been crpial to the utility of the last 
unit then juoduced, and the utility of any additional units must 
be less than this and therefore (where the pri(;e is not lowered) 
less than the ])rice paid for tliem. due cannot sjiy in general 
whether the maximisation of mom^poly revenue when advertise- 
ment is used is likely to entail a price higher than that brought 
about by the maximisation of monof)oly revenue without 
advertisement. ^ 

' With the above a.ssurnption3 it (ran ho shown that, wlioro tho doniand anil 
supply curves arc straiglit linc.s, the price appropriate to rnorio[)oly with advertise- 
ment will certainly bo gr('at(rr than tho prico ajjpropriuto to monopoly without 
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In those cases where the price fixed by maximising monopoly 
revenue with advertisement is lower than that appropriate to the 
maximisation of monopoly revenue without advertisement, there 
is a possibility that the consumer might be better off under the 
former arrangement. He would be so in those cases where the 
reduction of price on the original units together with the con- 
sumer’s surplus on those units which (under monopoly .without 
advertisement) would not have been produced at all, is greater 
than the loss on those units which are being produced at a prie(^ 
higher than their utility. This is the more likely to occur th(' 
greater the reduction in price and the more elastic the demand 
curves. It would appear, therefore, that monopoly with advcT- 
tisement is likely to be more harmful to economic w'clfare than 
monopoly without advertisement, unless a considerable reduction 
in cost accompanies the increased output of the advertised com- 
modity. A reduction even greater than this would be necessary 
before monopoly w'ith advertisement would be more conducive 
to economic welfare than competition without advertisement. F or 
the consumer only gains by mono])oly with advertisement if the 
price fixed is less than the price appropriate to free competition, 
and then only if the loss on the units prodiu^ed at a cost great(‘r 
than their utility is less than the reduction of price on the marginal 
units tog(‘ther with the consumer’s surplus on such additional 
units as are sold at a price less than their utility. Such a reduction 
seems very unlikely to occur. 

These conclusions assume that the monopolist, always adjusts 
his output in such a wav as to obtain the maximum monopoly 
revenue wliich is theoretically possible. But in practice, of 
course, the monopolist often accepts le.ss than tliis; and the 
advertising monopolist in particular will hesitate to lix his prices 
at an (exceedingly high level, since the very existcuice of a reputa- 
tion monopoly is (h^pendent on opinion, ’hhis limitation lessens 
the ])r()bal)ility that monopoly with advertisement will be more 
harmful tluni monopoly without advTrtisemcnt. But it still 
remains likely that monopoly with advertisement will be less 
conducive to economic welfare than competition without adver- 
tisement. And this last ptnntis of greater practical ini])ortance, 
since the choice between the two forms of monopoly is less fre(pi(*nt 
than the choice between competition and rcjnit at ion-monopoly. 
Indeed the latter problem xs one wdiieh confronts us daily ; for all 

advert isoinonf, unless the downward sljipe of the supply curve (measured by tlm 
tangent of the angle) is greater than half the downward slope of the demand 
curve. 

D 2 
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advertisement tends to check competition in the ordinary sense 
and to establish reputation-monopolies. But when an advertiser 
lias secured a rejuitation-monopoly it does not necessarily follow 
that he can oust all competitors from the market. This does 
sometimes happen, and the concentration of output in the hands 
of a single jiroducer may come about as the result of successful 
advertisement. It is more usual, however, to find the market 
for one commodity split up between two or more reputation- 
monopolists. Since advertisement can increase the total demand 
for a commodity, the amount sold by each is not limited by the 
extent of his rivals’ sales. Nevertheless the existence of rivals 
tends to a cumulative increase of advertisement expenditure 
on the part of eaeli monopolist; and the probability that the 
consumer vill gain from the economies accompanying increased 
output is thereby reduced. In this way advertisement tends to 
substitute a form of competition which is harmful to the consumer 
for one which is beneficial to him. 

In conclusion, it is necessary to discuss briefly whether reputa- 
tion itself confers any benefit on the consumer, whether in fact 
he is any better off with a commodity for which a reputation has 
been created than with a commodity of equal quality without 
reputation. The advocates of advertisement put forward two 
arguments to show that he is. Firstly, they claim that, when 
the reputation of a brand lias been established, the consumer has 
the assurance that in asking for that particular brand ho will 
always obtain a uniform and standard product, no matter from 
what retailor he makes his purchase. This is true and is certainly 
(ff some advantage to the consumer : the second and mori^ 
important argument seems to me more doubtful. Advertisers 
maintain that reputation is a guarantee of quality. For tht*y 
say that it is not worth a manufacturer’s while to stake his name 
and spend his money on advertising an article of poor quality. 
There are three rejoinders to this argument. Firstly, reputations 
have in fact been created for very inferior goods; and, though 
such reputations have usually been short-lived, this has not 
prevented the manufacturers from reaping a considerable ])rofit 
before the commodities have been found wanting by consumers. 
Secondly, the argument is based on the assumption that in the 
long run the consumer is a competent judge of quality. But, in 
the case of great numbers of goods, his powers of discrimination 
are very limited, and he can only detect gross differences in 
quality. So that, though it is probably true that he will not 
long continue to buy a positively worthless commodity (except 
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in the case of patent medicines), there is little reason to believe 
that he will find out if some widely advertised commodity is below 
the market standard or is made of inferior ingredients. Conse- 
quently it appears that reputation offers a very slight insurance 
against the risk of getting a bad article. The third rejoinder is 
this. Whereas in buying branded goods with a reputation the 
consumer gets (for what it is worth) the manufacturer’s insurance, 
if he buys unbranded goods from a reliable retailer he gets a 
similar insurance. For, since good retailers buy with discrimina- 
tion as to price and quality, and hold themselves responsible 
for the goods which they sell, their bulk goods offer to the consumer 
about as good a guarantee of quality as does the reputation the 
branded article. 

For these reasons, I think that reputation does not offer to 
consumers advantages commensurate with the subjective valua- 
tions put upon it, nor advantages sulheient to outweigh the 
harmful effects of advertisement which have bemi discussed 
above. 

Dorothea Braithwaite 



THK INFLUENCE OF INHERITANCE ON THE 
DISTRIBUTION OF WEALTH i 

Some New Evidence 

This paper is intended to deal with one section of the broad 
problem reviewed by Sir Josiali Stamp in his presidential address 
to the Economic Section of the British Association (1920 meet- 
ing), on Inheritance as an Economic Factor.*-^ Sir Josiah Stamp 
r(‘ viewed a wide range of questions centring round the influence 
of inheritance both on production and on distribution. I have 
confined myself purely to its effects on distribution, and in 
])articular to its effects on the distribution of property. I have 
also deliberately restricted the paper to an attempt to ascertain 
facts rather than to put forward any new theory or to elaborate 
any old tlieory. 

A direct and simple analysis of the causes which combine 
to produce an unequal distribution of incomes can be found in 
the writings of Professor Caiman and those wdio liave followed 
him.3 That analysis show's clearly, I think, that the fact of 
unequal inlieritanees is one of the chief causes of umapial distribu- 
tion. But it does not determine tlie relative importance of 
inheritance as compared with other eau.ses, such as differenc(^s 
in aliilitv, industry and personal economy, or the operations of 
ehanco in a world of unstable prices. It is not certain what 
comparative emphasis should be laid on eacli of these factors. 
Yet it matters considerably where the emiihasis is laid, both in 
connection with social opinion and with social policy. 

It is obvious indeed that the in.stitution of inheritance cannot 
itself be an original or primary cause of unequal distribution; it 
can only perpetuate and may perhaps, unrler certain circum- 
stances, intensify inequalities of w'ealth arising originally from 
other causes. But though, in this sen.se, inheritance is a secondary 
factor, that is not, of course, to prove that it is of secondary 
importance. Its relative importance a.s a factor in distribution 

^ Part of tho following papor, togotlior with nn additional section not n*- 
printod hero, formed tho substanetj of an addre.s.s to tho Economies Soetion of 
tho Hritish A.ssoeiation in Soptombor 1927. Subso(j)iont to tho mooting, I mado 
eerfain alterations and additions, incorporating more recent figures. 

“ Reprinto<l in Economk.; Journal, iSoptember 192t3. 

3 I am especially indebted to Dr. Hugh Dalton’s Inequality oj Incomen. 
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is still an open question, and there is no clear agreement of 
opinions as to the answer. 

It is evident that the point cannot bo deci(I(‘d simply by 
theoretical reasoning from general observations and generally 
accepted premises. 8ir Josiah Stamp has pointed out the need 
for something in the nature of a quaniitalive analysis of the factvS, 
so far as it is possible to ascertain them. He outlined a -list of 
questions to which such an analysis should attempt tr) provich^ 
an answer. T have only tried to answer two or three out of his 
long list, which had a much wider scjope than this paper. 

It is impmlant to reali.se at tlui outset that, as a means of 
transferring wealth in a family from one generation to another, 
and of acquiring property gratuitously, inheritance is only the 
leading species of a genus. For example, if inheritance were 
abolished to-morrow, the children of wt‘Il-to-do partmts would 
still have sui)erior economic advantages, in so far as they w(‘re 
brought up in a healthier environment, better educated and better 
connected, than tbe children of the poorer classes. But the im- 
portance of such factors cannot be assessed by statistical methods. 
In the second place, gifts between the living are the great alter- 
native to the transmission of property at death; and there is no 
means at present of ascertaining exactly how much passes in 
this way. [vastly, marriage uith hcires.ses is a well-worn method 
of re-establishing the fortuiu's of a family. But the etlect of 
marriage customs on distribution is also an unexplored subject . 

A full discussion of the intlucnce of inherited wealth on dis- 
tribution must, of course, take into account the ditTcrent laws and 
customs of inheritance prevailing in dilTcrent countries and at 
(lifTerent periods, as also th(* economic conditif)ns in which tho.se 
laws and customs operated. But here I have confim^d myself 
chiefly to our own country and the pre.sent time. 

In order to determine the extent of the influence of inheritance 
on the distribution of property, there are two important (picstions 
of fact, which re(piire an answer. 

(1) What [)roportion of the aggregate [)rop('rty is derived from 
inlu'ritanee and gift I 

(2) How close is the relation between what a man ac*cuniulates 
by his own activities and what Ik* has acquin'd by inlieritancc and 
gift \ In other words, how far does inherited wealth influence the 
extent of a man’s saving and enterprise ! 

It may be possible to give a very rough answer to the firs/ 
question, by a careful u.se of sucli statistics as arc available relat- 
ing to the aggregate capital of the nation at dilfcrcni times and 
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tlie ])robabl(‘ oxioiit of the total savings. But 1 have not attempted 
it horc.^ T have concentrated rather on the second question, 
int(‘rprctcd in rather l)roadcr and more general terms ; To wliat 
extent do individuals shift up or down in the scale of distribution 
away from the niche allotted to them by the relative wealth or 
poverty of their parents ? 

Put the qiK'stion to any miscellaneous gathering of well-to-do 
peof)l(^ and you are likely to get as many dilTcrent opinions as 
there are dilTcrent personal experiences. Of published informa- 
tion on the subject there is little that is of valm*. The biographies 
of millionaires deal generally with lives that are by no means 
typical of those of the richer classes as a whole. It is usually 
only the lives of the exceptional peo])le that a])peal to the author 
and the publisher. It would obviously be unwise to base on the 
lives of ('arnegie or Lord Leverhulme geruTalisations about the 
economic history of members of the upper classes in America and 
Britain. The obituary notices of morcj mediocre men in the 
daily Press an? also liable to be misleading, since^ they usually 
lack precise information on financial matters. There is indeed a 
limit to the fertility of private inquisitiveness, and that limit is 
soon reached when one is dealing with (Ik; economic conditions 
and histories of one’s fellows. 

Moreover, at present the ])ublished n'cords of the Inland 
Revenue cannot be of much din'ct assistance ; for they are bounded 
by the limits prescribed by the necessities of taxation; and our 
fiscal system docs not at present att(*mpt to distinguish l)etweeii 
property a(apiired by inheritance and by other methods. 

There is, however, one source of information wbieh do(‘s ikjL 
appear to have l)een tapped hitherto. The Probate Registry at 
Somerset House contains particulars and copies (d’ practically all 
the probates and letters of administration granted in Englaml 
and Wales since the year ISoS,- and a good many of those granted 
before that date. It seemed, therefore, possible to take a sanqile 
of well-to-do persons wbo died recently, ancl to ascertain for 
comf)arisoi\ the estates left by their parents or other relatives 
under whoso wills they benefited. Such an investigation would, 1 
thought, enable one to see more clearly the extemt to which tin* 
distribution of property is or is not hereditary in character. A 
comparison of the probate values of the estates of two genera 

^ A wliolo })oolv miglit 1)0 written on tho quosfioa of dofinitions, and tiio 
iiiduonro of prioo cliangoH on projx'rty valnf.s, boforo looking nt tho 
('stiniutos of Capital and .Savings. 

* 'rii'To aro a cortaiti iininbor tnis:^ing In tho oarli(*r yoars of tho foundation 
of tho llogistry. 



1928] INHERITANCE AND THE DISTRIBUTION OP WEALTH 41 

tioiis is, of course, only a rough test. For, in the first place, the 
amount of property which a man leaves at death is not a really 
satisfactory index to his economic condition during life, and still 
less to the economic benefits and opportunities which he is able to 
transmit to his children. I have already referred to the various 
methods alternative to inheritance by which property (and a 
superior capacity to acquire property) may be obtained gratuit- 
ously. But, even leaving those other factors out of account, wo 
have still to remember that it is often not possible to ascertain the 
exact share in his father’s estate which a son inherits. Even with 
unlimited expenditure of time and money on a careful examina- 
tion of wills, it is not possible to find out the precise amount 
which a man inherits, let alone receives by way of gift or settle- 
ment during life, Not only may he benefit under a number of 
different wills, but, in any given will, the extent of his benefit is 
usually not stated explicitly as a sum of money. Again, the trust 
fund is a common feature of many rich men’s wills, and the 
ultimate benefit of any one beneficiary depends largely on whether 
the other beneficiaries predecease him, whether they leave children 
or not, and so on. 

ft is only feasible, therefore, to make a rough comparison 
between the total estates of successors and predecessors, bearing 
in mind that the figures employed may sometimes be a misleading 
index, to the actual and comparative W'ealth of the individuals 
concerned. 

By way of a preliminary experiment, I took as a sample all the 
individuals reported in The Times during the twelve months 
September 1, 1924, to August 31, 1925, as leaving estates exceed- 
ing £200,000 ill value. There were 110, of whom 15 were Scot- 
tish, Irish and foreign residents. The estates of the latter were 
discarded as wtII as another two estates belonging to persons 
who lived in England, but whose parents’ estates were known to 
have been probated in Scotland, Ireland or abroad, and the 
sample was confined to the remaining 99 English estates which 
could be investigated in London. Of these 99 estates, only 0 
belonged to women. 

At first sight it appears as though The Times list must be very 
incomplete. For, according to the Estate Duty Statistics, there 
were, during the period in question, 135 English estates of over 
£200,000, and of these about 20 belonged to women. ^ But the 

^ Tho exact mimbor of women’s estates in this class is not given. Ihit in 
the class ovor £250,000, women’s estates wore 11 per cent, of the total number 
in 1025-0, and 13 per cent, in 1024-5; in tho class ovor £100,000 they wore 
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chief reason for the discrepancy becomes plain when it is realised 
that the values reported in Tha Times and in the Probate Registry 
are of unse.ltled property ^ only, as a general rule, while the Estate 
Duty figures now include nearly all settled property.* Now 
settled property forms rather more than a quarter of the total 
value of estates in the over £200,000 class, and rather more than 
one-third in tiic case of women’s estates. Thus its exclusion from 
the probate rigures -a serious disadvantage in other ways also — 
cuts out a number of large estates from my sample, and 
particularly those l)elonging to women, as well perhaps as some 
of the landed gentry with entailed property. The sex and the 
class, which are (in this way) under-re})rescnted, have, without 
doubt, a higher proportion of inherited wealth tlian the average. 

Of the six women’s estates in the sample, four belonged to 
widows, and in the case of the latter I chose for comparison the 
estates of cither husband or father, choosing the one under whoso 
will the widow had chiefly benefited. Jn the case of the men*s 
estates, i assumed, as a general rule, that the chief inheritance 
had come in the direct line of descent from the father. But 
there are eleven exceptions, some of these being due to the fact 
that, while the estate of the father could not be found, the son 
had benefited und(‘r the will or intestacy of some other near 
relative, whoso estate was ascertained. In five cases the estates 
of brothers or uncles were chosen for comparison, in five oases 
those of wiv^es or fathers-in-Iaw, and in one case that of the 
grandfather.^ 

In all I was able to complete SO out of the 0!) cases. In spite, 
of a careful search in directories and obituary notices, an<l in the 
English Regist('r of Births at Somerset House.* I was unable to 
trace or to identify the parents in nine cases. In some cases 
the name was too common for identification, in a few cases the son 
was born too early ^ for registration at 8omerset House, and in 

^ fa‘n*‘mllv ■spcMliin;::', th(' proLato valuati'oiu nro mslrirtod to property within 
tho froo dispo.sition of the dcroasod (soo below) at tlio timo of his doath. 

“ .\ftor tho Financo Aft of settled ])roporty coasod to rocoivo favoured 

troatrnont. Tlio probate valuations also oxfhido property situated abroad. 

’ Jn tho majority of ea.sos, whoro tho c.-^tates of brothers, husbands or wives 
wtre taken instead of those of tho fathers, they hail passed more than thirty 
years before the death of the snecessors. 

* Ily courto.sy of tho Kffi.strar-General, a .search of some 40 birtli e(‘rtifieat(‘.s 
wa.s undertaken by hi.s department. 

^ Tho Ceneml Kegistor of Births started in Fngland in tho latter half of 
I S^17. For some yonrs after that date thero is, I am informed, a slight defh'ionf y 
of 10 per cent, or so of births, and perhaps more in some districts. I have found 
by experience that that doficieney i.s not confined to tho poorer cla.s.so8. In a few 
fa«(‘s, I am inrlebtcd to relativc.s of the deceased for supplying the information 
required. 
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other cases he was almost certainly born outside England. In 
another 14 cases the estate of the father could not be found or 
identified in the Probate Registry. This registcir is not complete 
for years before 1858, and in a few cases the father had died before 
that date ; moreover, for some years after 1858 it is not likely to 
be entirely complete.^ In at least one case no estate was left, 
because the deceased had distributed the whole of his property 
during his lifetime. In a few other cases the deceased may have 
been domiciled out of England. 

Other details concerning the medhod and limitations of this 
investigation must also be mentioned. For, particularly in a very 
rough statistical inquiry of this nature, it is necessary, in order to 
criticise or to appreciate the significance of tlie results, that the 
“ whole genesis of the figures ” — in Professor Bowley’s phrase — 
should be made plain. 

The Probate Registry has certain serious limitations as a source 
of information. I have already refcu'red to the exclusion of most 
settled property from the probate valuations. Before January 
1026, settled realty is entirely excluded, and personalty settled for 
life only is also excluded throughout from the estate of the one 
on whom it is settled. Thus, generally speaking (except in a few 
cases where information has been derived from other sources), 
both in the case of predecessors and successors, property, of icfiich 
thej/ were vot competent to (lispo>se at the time of their death, ?.s' 
excluded. 01iis important limitation must be borne in mind in 
any critical examination of my figures. 

The second great disadvantage of the probate valuations is 
tliat befon^ 1898 they do not include reallyd Now realty forms to- 
day ])f‘twcen one-quarter and one.-jifth of the total value of property 
left at death, and a generation ago the proportion was certainly 
greater. It was, therefore, necessary to supplement the probate 
values of estat(‘s left before I S98 by an estimat(* of the real property 
of the deceased. The only suj)plementary source of information 
that is at all easily available is the Return of Landowners, or 
New Domesday Book,” which was made by the Local (jlovernment 
Board in the ’70's, and set out to give county by county the names 
and addresses, numbers of acres owned and gross annual value 
in the case of all landowners of more than one acre. The Return 
has many deficiencies as a work of reference ; and it excludes 
the Metropolis.® Moreover, in accordance with the agricultural 

^ In at loost three coses the fothor had died before ISoS. 

* Leoseliolds are (?]assod as personalty. 

* For the defects arul inaccuracioa of tho Returns, see the olticial introduction 
to thorn. 



44 


THE ECONOMIC JOURNAL 


[march 


assessments, it under-states the value of building land in neighbour- 
hoods that are developing. Again, the owners of freehold premises 
occupying less than one acre would be excluded. As regards 
the big landowners, later and more accurate information can bo 
obtained from other works of reference.^ 

In the case of 25 predecessors, rough estimates of the value 
of the real estate left by them were made from these sources. Of 
course the estimates could only be very rough. For it was not 
certain at what number of years’ purchase the gross annual value 
given in the returns should be capitalised and, in a number of cases, 
one was also f{)rced to assume that there was no great change 
between the ’70's and the date of death in the {imount of land 
owned. The valuable review of the subject given in 8ir Josiah 
Stamp’s Incomes aiul Property shows the number of years’ 

purchase at which the chief authorities capitalised the gross 
annual value of land at different dates; and figures of rentals 
given some time ago by Mr. K. J. Thompson enabled one to 
make an approximate allowance for the decline in agricultural 
land values during the slump of the ’S0\s and ’OO's.^ But my 
estimates of realty could not take into account mortgages and 
other charges to wdiich the propei ty might be subject. 

The method certainly allows largo possibilities of error, but it 
was not too unsatisfactory under the circumstances. Even quite 
large errors in the estimates of real property left by the 25 persons 
in question would not make a great dilTerence to the results as a 
w'holc, especially as only in (‘ight cases was the realty estimat('d 
to exceed £100,000. In the case of 10 predecessors dying before 
1808, no landholding could be traced in the ofiicial return, and 
only the personalty valued for probatt^ could bo included. 

On the wdiole, there is almost certainly some under-statmnent 
of the property left ])y the predecessors. My estimates of the 
realty of those dying before 1808 amounted to £T704 millions 
in all, as against nearly £8,000,000 for their total property. The 
proportion formed by the realty is 21 ]xt cent., whereas the 
Estate Duty figures show a proportion of 24 per cent, for all 
estates subject to duty in 1904, and the proportion is still higher 
in the case of the larger estates. Again, as regards the personalty, 
there is little doubt that the probate valuations were not so strict 
thirty or forty years ago as they are to-day. 

^ E.(j. Bateman’a Great Landowners (1883 o<lition iLsod).- 

“ Applying the indox-numbor of agricultural rentals at difterent periods to 
the number of years’ purchase at those periods, I took the following number 
of years’ purchase of the 1870-80 gross annual value of lands in rural areas : — 
1875, 30 y.p.; 1885, 23 y.p. ; 1805, 15 y.p. For urban realty I took 15 y.p. 
throughout. 
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With regard to the period chosen for the investigation — namely, 
the generation that ended in 1925 — in some respects this is not 
the most satisfactory for our purpose. For it includes the 
abnormal war ])eriod, when “ windfalls ” due to rapid changes in 
prices and abnormal conditions of demand contributed far more 
to the establishment of new large fortunes than they did in the 
preceding generation or are likely to do within the lifetime of the 
present generation in this country. But had an earlier period 
been chosen, the technical difliculties would have been greater. 
For a larger ])roportion of predecessors would have died too early 
for their estates to be entered in the London Probate Registry, 
and outside estimates of realty would liave been necessary in a 
larger number of cases. Moreover, a larger proportion of suc- 
cessors would have beem born before 1837, the year in which the 
English Registry of Births was started, so that their parentage 
could not have been ascertained from birth certificates. 

The following is a summary of the results, relating in the first 
place to the 80 (!omi)leted cases out of the whole sample of 99. 

(1) The total gross value of the unsettled property of the 80 
successors amounted to £37*3 millions ; the aggregate value of the 
estates of their predecessors was estimated at about £26*1 millions, 
or 70 per cent, of the former sum.^ 

The bulk of this £20 millions passed between 1880 and 1900, 
and .it is impossible to say what the equivalent value of those 
estates would be to-day. £100,000 invested safely in 1890 
])rodnocd about as largo a “ real’' income as £115,000 in 1924 
(if we neglect the eifects of a higher income tax), or as about 
£150,000 when the increase in direct income taxation is taken into 
account. For, owing to the higher rate of interest accompanying 
tlie rise in commodity prices, property values as a whole have not 
increased to the same extent as the price level. But ^he effect 
of the great price changes during the generation in question, in 
indicidual case's, would depend, of course, on whether the inherited 
property was kept in gilt-edged investments or in land, or was put 
into the more speculative investments of industry and commerce. 

As regards the relative magnitude of the individual fortunes 
of the predecessors, it may be useful to remember that probably 
about the same proportion of the people in 1890 owned estates in 
excess of £100,000 as were in the over £200,000 class in 1924. 

A cursory examination of some 56 wills has enabled me to 

^ The aggregate value of the property of the 99 siiocesaors was £44- 1 millions. 
On tho oxtremo assumption that in tho 19 uiifoimd cases, tho j)ro<lccossors had 
left littlo or nothing, tho ratio falls to 60 per cent. 
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make a very rough estimate of the proportion of the estates of 
their predecessors which passed to the successors in my sample. 
T liave already pointed out that, in many cases, it is practically 
impossible to ascertain with certainty the value of a man’s inherit- 
ance under the terms of a will — let alone to estimate his total 
inheritances. But though my estimates of individual inheritances 
are probably often very imreliabh*, I do not think my estimate of 
the total or average pro])ortion is likely to be very wide of the 
mark. In the 56 cases, where some estimate was possible, the 
average net proportion of the predecessors’ estates passing to 
the successors in question appeared to bo between 50 per cent, and 
55 per cent. This is after making an api)roximate allowance for 
death duties, debts and other deductions from the gross value. ‘ 

Five women are among the successors to whom this average 
applies; and it so happened that these women were the sole 
principal legatees under the wills of the predecessors chosen. 
In the case of the male successors only, the average proportion of 
their predecessors’ estates passing to them was (according to my 
estimate) between 45 per cent, and 50 ])er cent. 

The proportion varied greatly, of course, in iiulividual cas(‘s, 
from less than a tenth to the whole (less death duties) ; the 
median was about one-third of the net value after taxation. 

In making the estimates I assumed that in every case property 
left for life only to a surviving widow passed intact to the final 
beneficiaries. But I was not able to allow for the effects of the 
decease of some of the surviving children prior to that of tlie 
successor in my sample. Hence, in those cases, for example, 
where A leaves property to B anti his issue, with remainder to C, 
and B dies without issue before C, I may have considerably under- 
estimated the ultimate inheritance of C under the will of A. 

Moreover, lhave only taken intoaccount the will (or intestacy) 
of one particular predecessor in each case, in estimating the share 
of the successors in my sample. This share, therefore^, does not 
measure the full extent of the inheritances of the latter, since in 
most cases they will have benefited under the will of more than one 
relative. 

Lastly, T must again call attention to the fact that gifts inter 


* In tho caso of tho largo majority of prodooossors, dying boforo 1914 say, 
death duties were, of coiirso, a coniparativoly .small doduotion. Whoro no exact 
information was available as to tho nd value of tho estate, after deduction of 
debts, etc., I deducted about ^‘,th from tho gross value. Tho proportion allowed 
as df'ductions from the gro.ss value of estates liable to estate duty was between 
0 jjor cent, and 10 per cent, during tho years 1904 -14; ainl more recent figures 
show that tho proj)ortion is loss than tho average for tho largo estates. 
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vivoSy such as m’arriage settlements and the like, cannot be allowed 
for in an inquiry of this nature. Yet. their omission from the figures 
must stultify any attempt, by an examination of probates, to 
ascertain the total amount of gratuitous property received by any 
particular persons. It is not only since the increase in death 
duties that wealthy men have ceased to wait till their death before 
providing for their children. The fact that they have made 
earlier provision is frequently referred to in their wills, and in 
at least one case the whole of the property had been disposed of 
before death. 

Thus the most that can be said, in the case of my sample, is 
that the total value of the inheritances alone received by the 80 
successors, whose predecessors’ probates were found, was probably 
well in excess of £13 millions. 

It is interesting to notice that an investigation of some 52 
cases showed the average number of children surviving their 
parents as 2*25 sons and 2*4 daughters.^ In half of these cases 
the father left live and more surviving children. (1 did not, 
within the compass of my small sample, find any evidence to 
show that “self-made” men spring from families larger than 
the average.) 

I found that, in many cases, the richer predecessors be- 
queathed the lion’s share of their propcTty to one particular son 
— usually, but not always, the eldest. This was not only due to 
the custom of primogeniture among the landed aristocracy. For 
the desire to leave a largo property intact in the hands of a single 
descendant caused a number of wealtJiy testators, wiio did not 
strictly belong to the landed classes, to reject the 2 )rincipIo of tJi(^ 
legitime. We find, for example, a chemical manufacturer with 
close on a million pounds to distribute among live sons and four 
daughters, bequeathing £150,000 between eight of his children 
and leaving the whole residue to the remaining son. A shif)owner 
with £1,500,000, leaving one son and six daughters, having made 
liberal bequests to his widow and to charities, bequeaths nearly 
a third of the residue to his son. A brewer with over £400,000 to 
share between four sons and four daughters leaves over three- 
quarters of the net disposable estate to his eldest son. It is fair 

^ 4-66 waa the average number of surviving children in the (Mvao of .52 fertile 
})aront 3 . Compare the Hogistrar-Goneral’a figurea relating to the number of 
children surviving in 1911 per fertile and infertile couples married before 1^51. 
The number was 418 (of both sexes) per 100 couph's in Social CUaxs I (see T. H. 
Stevenson, Art. in ISttUisticul Journnly May 1920, disc\issing tlie C'ensvis 1911 
Hiturus of occupational fertility). 
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to say, however, that in this last case, at least, the other children 
had already been well provided for by settlements during life. 
Here again, therefore, the absence of knowledge as to gifts inter 
vivos may lead one to wrong conclusions as to the extent of the 
contrast between the effects of freedom of disposition and the 
continental laws of inheritance. 

But there is little doubt that, among the very wealthy, ecpial 
division of the spoils among the family, irrespective of place and 
sox, is not the general rule. It appeared to be usual, among the 
wealthier predecessors in my sample, for the sons to receive a 
larger share than the daughters.^ In the case of the smaller 
estates, equal division is much more common. 

(2) Tin; following is a classification of the 80 predecessors 
whose estates were found in the Probate Registry, according to 
the value of their estates. It will be remembered that, where 
estimates of realty are included in the valuations, they may be 
wide of the mark; that the exclusion in most cases of settled 
property distorts the picture to some extent, and that the figures 
I’efcr to gross values, before the deduction of encumbrances and 
d(bts. 

7 predecessors with estates over £1 million. 

10 ,, ,, ,, between £.)00, 000 and £1 million. 

11 „ „ „ „ £250,000 and £500,000 

18 „ „ „ „ £100,000 and £250,000 

7 „ „ „ „ £50,000 and £100,000 

0 ,, ,, £25,000 and £50,000 

3 „ „ „ „ £10,000 and £25,000 

fi2 „ „ „ „ £5,000 and £10,000 

12 ,, , ,, ,, Under £5,000 

Total SO 

Thus, 40 out of the 80, or nearly thn'e-fifths, left estates of 
over £100,000 (the predecessors of the six women among the 
successors are all in this class) ; 53, or two in three, left over 
£50,000; 62, or over threc-q\iarters, left over £10,000. 

^ Thori) iH no S[)ac-o to discuss hero tlio possible superior udvautagos derived 
by the son who inherits lii.s father’s business, and tho distinction (not shown 
liy probate statistics) hetw(;cn tlio inhcritanco of wealth phi.>i business opportunity, 
and tliat of passive property only. 

^ One of tho estates i)ut into tho f5,000-£I0,000 class may quite possibly 
bf’long to a higher class. In this ease tho valuation on tho letters of administra- 
tion is that of certain trust property only, tho administration being limited to 
that portion. Tho rest was disposed of by a will which was never proved. Tho 
testator was known also to have certain real estate, of which tho value was not 
ascertainable. 
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There were efght millionaires among the successors in my 
sample ; only in one case had the predecessor left less than £50,000/ 
and in six cases his estate was over £250,000. There were 22 
successors with over half a million pounds, and in IS cases the 
predecessors’ estates were discovered. Twelve of the latter were 
worth over a quarter of a million pounds, while five only were less 
than £50,000. 

I have Jilready explained tliat the values mentioned refer, for 
the most part, to unsettled property only. Of the 12 successors 
whose predecessors’ estates are put at under £5,000, two at least, 
it is known, had wealthy connections ^ by marriage; and the 
same applies in at least two other cases where the parents’ estates 
are in the £5,000 to £25,000 class. 

Such are the facts regarding the 80 cases where the pre- 
decessors’ estates were ascertained. But there remain 19 cases 
where they were not ascertained. There is little doubt that among 
the latter the proportion of “ self-made ” men is higher. We 
know something about the siu^cessors and their fathers in nine 
(‘ases, and it is probable that five of the former had started from 
small beginnings, that one had married an heiress, and that three 
must have had considerable inh(‘ritances. But the remaining 
10 cases arc entirely doubtful; one only knows that a number of 
the parents were probably of foreign extractirm. 

^riie sample is undou})tedly biassed to a certain extent by the 
exclusion of these 19 cases, in the direction of showing too high a 
proportion of wealthy predecessors. On the other hand, as I 
mentioned previously, a bias in the opposite direction is given by 
the exclusion of settk'd property not in the disposition of the 
(h'ceased. One result of this exclusion was, as we saw, to provide 
the sjimple with too small a proportion of women and others who 
(‘njoyed large incomes from settlements.*’* Th\js the two biasst's 

^ This oiio case is a most romarkublo oiio. A wool morchaiit loft ovor £1‘5 
millions. His father was apparently a woaver^smallhohier. His estate was 
7 iot found in the Probate Registry. Hut the will of the inotluT was foun<l 
imdor £10 porsonalty. The mother was apparently illiterate, as her will was 
signed by lier mark. The son’s history is shrouded in obscurity, but must contain 
features of considerable interest. 

^ Olio was coiinooted with an aristocratic family and changed his name 
“ for family reasons.” Tho brother-in-law of another left over £t00,000; in this 
case tho father’s estate (d. 1854) could not bo found, and his wife’s estate, taken 
for comparison, was £057 personalty, but there was probably a considerable 
•settlement as well. In a third ease tho estate of tho father — a shipowner was 
probably in excess of £5,000, but could not bo found. The grandfather’s estate 
(£2,000) was taken instead. 

* In tho richest hundred decodonts there must have been about 14 women, 
instead of tho 6 coming into my sample. 

No. 149. — VOL. XXXVIIT. 



50 


THE ECONOMIC JOURNAL 


[march 


may to some extent counterbalance one another, in their net 
effect upon the proportions of wealthy and poor parents appearing 
in my figures. 

However that may be, we know at any rate that, as regards 
the whole sample of OS, the proportion of predecessors, who left — 

over n 00,000 was somewhere between 40% and 55% 
£50,000 „ „ ,, 0*'>% and OO^/y 

£10,000 „ „ „ 05% and 75% 

And, as regards the actual inheritances of the successors, we may 
say, with practical certainty, that at lead .‘15 per cent, received more 
than £100,000 net, at least 45 per cent, more than £50,000, and at 
least 60 per cent, more than £10,000. This is not counting 
property received by way of gift, marriage or other settlements, 
and inheritances from more than one relative. 

It is tolerably certain that a similar investigation dealing with 
the generation before the war would have revealed a still smaller 
proportion of rich men risen from the ranks. And Sir Josiah 
Stamp has expressed the oihnion that 110 years ago the elTcct of 
inheritance on distribution was ‘‘ far greater than to-day.^ 

Even within the sample investigated, confined as it was to a 
very small class of very largo estates, it was found that, on the 
whole, the lai*gcst fortunes belonged to those with the richest 
parents. The successors in the samjde may be divided into two 
classes, those with over £300,000, and those with between £200,000 
and £.300,000. The average estate of 38 predecessors of those in 
the first class was £433,000; in the case of those in the second 
class the average of 42 predecessors’ estates was £225,000. On 
the extreme assumption that the undiscovered estates were all 
negligible, the averages are £350,000 in the first case and £182,000 
in the second.*-* 

In some 80 cases it is possible to classify roughly the chief 
occupations and social status of the fathers (if the men in our 
sample. The following is a summary : — • 

^ “ Inheritanoo as an Kc-onornic Factor,” FcoMiMKJ Journal, 8oj)tomber 
1926, p. 356. 

^ Of course thoao averages conceal a fairly wide dispersion in each case, but 
the median estate is also considerably larger in the firat than in the second class 
(£196,000 as against £115,000, or, counting undiscovered cases as all below tho 
motlian, £100,000 as against £60,000). 

The ratio of predecessors’ to .successors’ estates .seems on the whole to be 
disfi/ictly lower for those at the top of the .scale. The ratio is 64 per cent, in 
the first class (over £.300,000) and 97 por cent, in tho second class (or, counting 
imdisi'ovored estates as nil, 52 por cent, in the first class and 77 per cent, in tlie 
second). 
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I. Peerage, Baronetage and Landed Families . . .11 

II. Financiers, Large-scale Manufacturers and Merchants 

(including 4 Shipping, 4 Brewers, 8 Textiles of all kinds, 

2 Banking, 2 Newspapers) . . . . . 

Ila. Unclassified Gentlemen of Means . . . .12 

Ilf. Professions (including 4 Clergy and 2 Doctors) . (3 

IV. Smaller-scale Manufacturers and Merchants and Shop- 
keepers (including 4 grocers ,2 drape^rs, 1 ironmonger, 

1 hairdresser, and 3 small-scale manufacturers) . .13 

V. Farmers ......... 2 

VI. Clerks and Minor Ofiicials ..... 4 

VII. Artisan and Working Class ..... 3 

Total . . . .84 


This occupational classification is bound to be arbitrary in 
some respects, and is not always a clear guide to social status. 
But one may say that about 62, or three-quarters of the 84 fatlicTs, 
belonged to the aristocracy and upper middle class, that some 1 5 
(rather loss than a fifth) were what may be described as small- 
scale capitalists, and that only 3 were in tlie “ working class,” in 
the narrow sense of the term. But it must be addetl that at least 
another three fathers had themselves risen from the ranks in their 
own generation. 

Aiialysis of the occupations of the successors of the poorer 
parents reveals little that merits special attention, except that, 
with two possible exceptions,^ mercliandisc and manufacture 
rather than the professions were the sources of their fortunes. 
But the figures do not enable us to point to any particular 
branches of trade and manufacture as the most fruitful hunting- 
ground for would-be millionaires; for the self-Jiiade men in our 
sample represent a wide variety of trades.^ 

It would no doubt be rash to attempt to draw any v(Ty definite 
or sweeping conclusions from an investigation confined to such a 
small sample, and from statistical results subject to so many 
deficiencies. But the evidence, so far as it goes, supports the 

^ Ono (loscribod as a solicitor; tho other was doscribod as an “ iiccouritant ” 
on son’s birth certificate. His son was a shipowner, liis father a wiro-rope 
nvmufacturor. 

“ Generally speaking, it is obvious that tho more spoc\ilativo typos of business 
are most favourable to tho making both of millionaires and bankrupts. In two 
COSOS tho invention of now proco.s.scs seems to have brought tho nucleus of a 
large fortune. Examples of the Sj^oculativo typo of businoss are (iolliory pit 
sinking, newspapers and publishing, stofkhroking, pownbroking. Analysis of 
the localities from which tho “self-made” men earno shows a high proportion in 
the north of England. 

K ^ 
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opinion that, in the great majority of cases, the large fortunes of 
one generation belong to the children of those who possessed the 
large fortunes of the previous generation. Even after the windfalls 
of the war inflation period, the rich men who have sprung from 
parents with insignificant resources are certainly a minority of 
their class. The quantitative importance of that minority is 
open to question; but the attention which it attracts seems 
to be due to the fact that those who compose it are exceptional 
phenomena rather tlian numerous. It is obviously difficult, and 
it would appear to be rare, for a poor man to acquire much 
property by enter})rise and saving within the) limited period of his 
own lifetime. And such evidence as there is hardly supports 
Mr. Keynes, when he says of pre-war Europe, that “ for any man 
of capacity or character, at all exceeding the average,” escape 
was possible from the ranks of the proletariat into the middle and 
upper classes.^ 

It is certain, indeed, tliat, in the course of a few generations, 
the institution of inheritance has frequently enabled a reasonably 
thrifty and industrious family to turn a small original capital into 
a large fortune. But within the space of one generation the 
shifting from class to class is normally not great. Our sample 
investigation did not go back more than one generation. Had 
it done so, we should probably have found that the proportion of 
(j rand fathers with relatively small estates was rather larger than 
that of the fathers, that of great-grandfathers still larger, and so 
on. Go back a hundred years or so, and there is little doubt that 
a considerable proportion of the ancestors of rich men living to- 
day would be found to have been comparatively poor. But, 
since poor men are far more numerous than rich, it is equally 
demonstrable and certain that, in the first place, only a tiny 
percentage of poor men living to-day would be found to have 
had well-to-do ancestors, and, secondly, that the descendants of 
the large majority of poor men remain poor throughout tlie 
generations. 

The economic history of representative middle-class families 
would be an interesting and profitable study ; and the genealogist 
may perhaps be of considerable use to the economic historian. 
In the case of my own family — where the genealogy of the more 
obscure and less fortunate branches has been investigated, and 
particulars of some 250 wills and letters of administration granted 
to members of the family have been recorded — I have been able 
to trace the fortunes of the different branches of the descendants 

^ Economic Consequencea of tfie Peaces p. 9. 
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of one ancestor through ten generations.^ This is one of many 
families which became prominent about the time of the Industrial 
Revolution, and it is fairly certain that the part played in its 
history by the luck of inheritance and marriage is not exceptional 
in its importance. The following brief review of its social and 
economic history may, therefore, have significant features of 
general interest. 

At the opening of the seventeenth century the younger son of a 
bankrupt freeholder married the heiress of a small landowner in 
the district now known as the Five Towns. There were three 
sons of the marriage, whose descendants are living at the present 
day. The fortunes of the descendants of tlieso three sons have 
been radically different. The eldest of the tlirce sons, and his 
descendants in the third and fourth generations, inherited the bulk 
of the estates of his mother’s family, about 240 acres in all, includ- 
ing a small pottery. The descendants of the youngest son (No. 3 
branch) during the next three generations also acquired a consider- 
able amount of property by marriage and inheritance. Indeed, 
in the third generation this was the most important and the most 
able branch of tlic family ; it contained at least three prosperous 
potters and good ])usiness men who augmented their patrimony 
by marrying well and by buying up real estate in the ncighbour- 
hood. One was a coal- and land-owner on a considerable scale. 
But, in the next generation. No. 3 branch fades into obscurity 
owing to a series of unlucky accidents. All the sons of the two 
wealthiest members died unmarried; the heiress of one married 
into No. 1 branch; and the bulk of the property of the others 
passed outside the family to relatives by marriage. Another 
member lost all his money in an unsuccessful pottery venture ; 
while the eldest member of the branch contracted an unfortunate 
alliance. The descendants of the second of the three sons (No. 2 
branch) were less fortunate in the way of marriage and inherit- 
ance, and possessed originally perhaps less ability than the otlier 
two branches. One grandson migrated in the early eighteenth 
century to the coast of Cumberland, wdierc his mimerous descend- 
ants became w'orking potters, sailors and coal-miners. 

It is in the last quarter of the eighteenth century, at the 
beginning of the Industrial Revolution, that the division of the 
present-day descendants of the yeoman ancestor of 1000 into 
“capitalists” and “proletarians” may be foreseen. At that 
time No. 1 branch had inherited a small estate worth about 
£4,000 or £5,000 and a growing pottery business; while, of 

^ Col. J. C. Wedgwood, Hiatory of the Tl edguvod Family, and ll edgu'ood 
Pedigrees. 
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the two younger branches, one was shortly to be deprived 
of the inheritances it expected from its wealthiest members, 
and the other was already fast joining the ranks of the 
proletariat. 

])uring the opening stages of the Industrial Revolution the 
fortunes of one shoot of No. 1 branch were increased substantially 
by a younger son of exceptional ability, (^oming after four 
generations of yeomen potters, the latter revolutionised what had 
once been a small-scale rural industry, and succeeded in amassing 
the huge fortune of close on a quarter of a million. In this 
achieveim'iit lie was perliaps assisted to some extent by marriage, 
ft is chiefly to his industry and ability that the most well-to-do 
section of the family still owes its prosperity. Those of his 
descendants, who have children living at the jiresent day, have 
in nearly every case, during four generations, left estates ranging 
from £20,000 to £100,000. With one possible exception, none of 
them have dissipated their j^atrimony, but none have gri'atly 
increased it. 

In another section of the elder branch of the family, tlie 
descendants of a cranky inventor, who himself appeared to have 
squandered a moderate inheritance, benefited considerably from 
one of his inventions. 

In the final result, of the 7 f known living descendants of the 
elder son of the common ancestor, nine geiK'rations back, tliree- 
quarters arc in the middle and upper middle classes, having 
participated in inherited estates of over £1,000 from the last 
generation; and at least two in five of their predecessors have 
left estates of not less than £20,000 or so. 

But of the 200 or more descendants of the second and third 
sons who are living in this country, certainly ovTr 00 per cent, 
are numbered among the lower middle class and the proletariat. 
A further 50 are in the colonies and the United States. Only 
one member of these two branches of the family seems to hav(‘ 
left an estate in excess of £500 pcu'sonalty. 

The fact that the descendants in Nos. 2 and 3 branches wen^ 
on the wln)le rather more numerous than those in No. 1 branch 
may possibly be a contributory cause of the greater poverty of 
the former. But the more certain and obvious deduction is that 
the fortunes of the different branches were largely predetermined 
by the economic position of the dillercnt members of the family 
at least fire generations back. 

Much more research is obviously necessary before the part 
played by inheritance in the distribution of wealth can bo deter- 
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mined satisfactorily and stated with conviction^ Hence the con- 
clusions I have drawn are necessarily provisional and indefinite. 
Re-stated briefly in broad terms they are as follows : — that, in 
this country at any rate, the larger fortunes are left, in the great 
majority of cases, by those who received the larger inheritances ; 
that rich persons, who have not received any considerable portion 
of their property by way of inheritance, gift or marriage, are a 
minority of their class; and that unequal amounts acquired by 
industry and saving arc closely related to unequal inheritances. 

It may be that tlie hereditary character of inequality is rather 
less marked in newer countries such as .Vmerica and the Dominions ; 
and it is perhaps significant that the Australian figures and evtui 
tlie American figures show a somewhat more equal distri])ution of 
incomes and property than in our own country. “ But, however 
that may be, one must remember that the colonists of new coun- 
tries have not generally started with a clean slate in the matter 
of distribution. Those who entered the New Worlds were not 
required to dispense with property inherited in the Old World. 

In the matter of inheritance, the contrast to-day is probably 
greater between England and Oentral Ihirope, wluu’c' the wild 
fluctuations of prices Iuivt; increased the importance of rhanco 
as a factor in distribution, and a certain amount of deliberat<' 
disinheritance has resulted from political changes. But I do not 
agree with the suggestion tliat the depreciation of moiK'v has been 
historically an ('fhaitive antidote to the influcnc(‘ of inherited 
wealth, for the inheritors of large fortunes are not necessarily 
unlucky or unwise in their investments.-'^ It is, I think, true of the 
modern world generally that there is in our society an hcTcditary 
inequality of economic status which has survived the dissolution 
of the cruder forms of feudali.sm. J. Weixjwood 

^ Orio awaits with iritoivst tlio results of a quo.stionnairo \\hi li is 
circiilatoa by a Sub-Uomiiiitf ft' of tho iv'ouoin it's .SiM tioti of tlio Ji.A. I am also 
miking a fwrthor .soan h in tho Probato Kogi.'itry, with a snmplo of somo laU 
persons leaving t'statt'S of ovi'r £10,000 not. 

L refer to tho ft)llo\v'ing eslirnati's : — For National Hiirean of 

Kt'onomic Iloseareh : “ Incoiim in U.S..A,, lOOO-Hl." (Infonv's only.) 

Fur Anstralia (Ineoint's anrl (’apital distribution) : (I. U. Knibbs, J^riratr 

Wealth of A ii.'itnil in (from oflieial Census, 101. I). 

For Hritain : l^re-war estimate, A. L. Howley, I iistrihotion nf f hr Xatinnul 
Income, IS.SO-IUL'b 

Post-war (aiifial estimate : (JIth Report of R<ianl of fnland Revenue. 

For Kngland (Capital), variou.s estimates based oti Fstato Dufy stati.stie.s. 

Of course, all tluwo ('stirnates are not strietly eomparable in every detail, but 
the rough proportions may bo eompared. 

® Whoro their inheritanees liavo eonsisted of land, they have not geufrally 
suffered from tho depreciation of money. Only where tlie inherited property 
ha.s boon settled in tho form of fixed interest and gilt-edged soeunfii's has inflation 
necessarily reduced the value of inherifanee.s as distinct from fresh .savings. 



AGRICULTURE AND THE PRICE LEVEL 

Rkcent discussions on agriculture have been eharacterised by 
considerable emphasis upon the importance of monetary factors as 
ail explanation of the agricultural depression which has been 
experienced during the past few years. Since expenses of pro- 
duction are incurred ahead of receipts the entrepreneur, whether 
in industry or in agriculture, may have to deal with two sets of 
price levels. If the price level at which his expenses are incurred 
is lower than that at which he sells his linished goods he obtains a 
conjuncture surplus in addition to his “ normal ” profits ; if, on 
the other hand, the price level has fallen by the time he sells his 
goods his “ normal ” profits arc reduced. On the ground that the 
“ time lag ” in agricultural production is abnormally long, it has 
been claimed that the effect of such differential price levels is of 
special importance in agriculture. 

Assuming a fall or rise in the general price level, the effect 
upon fixed charges, unsubject to frequent revision, becomes of 
importance. The principal charges of this character, in the case 
of ind\istry, are rent of buildings, debenture and jireferonce 
interest. In agriculture the principal item is, of course, rent of 
land. (The position of owner occupiers and peasant proprietors is 
ref(jrred to subsequently.) An attempt to ascertain exactly the 
relative burden which these charges involve in the case of 
industrial and agricultural output presents obvious difficulties. 
Certain figures are, however, available in the case of agriculture. 
The value of the net output of agriculture in Great Britain in 
lyOH was estimated at £150,800,000.^ In 1007-8 the gross 
amount of income in Great Britain from the ownership of 
“ Lands, including rent charges under Tithes Commutation Act, 
Farmhouses, Farm Buildings, etc.,” brought under the review of 
the Inland Revenue Department, was £42,231,000.^ The net out- 
put of agriculture in England and Wales in 1925 is estimated at 
£225,000,000, while the estimated annual gross rental value of 
agricultural holdings is about £42,000,000.® Assuming for the 
moment that all land was occupied by tenant farmers, rent, at the 

‘ The Agricultural Outjiul of Great Britain, Cd. 6277, 1912, p. 25. 

• Staliatiral Ahstrart of the United Kingdom, Sixty-oighth Number, Cmd. 2207^ 
1924, |). 38. 

5 The Agrirvltural Output of Knglarul and Cmd. 2816, 1927. 
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time of the first Census of Production, thus represented a fixed 
charge of approximately 28 per cent, of the value of the net output 
of the agricultural industry — which constitutes the fund available 
for the payment of rent, rates, taxes, depreciation allowances and 
similar charges as well as wages and profits— while in 1925 it was 
about 19 per cent, in England and Wales. Under the English 
system of land tenure, therefore, the importance of price changes 
may be considerable on account of the size of the rent charge upon 
the industry. 

It is necessary, however, to take into account not merely the 
actual lien upon the output of agriculture and industry constituted 
by recurring fixed charges, but also the relative ability of agricul- 
turists and industrialists to secure revision of these charges should 
they come to constitute an abnormally heavy burden through the 
operation of a falling price level. In the case of industry it may 
bo stated that, speaking broadly, the interest upon debentures is 
fixed and unsubject to revision irrespective of price changes. The 
same is probably true of the rent of buildings and land used for 
industrial purposes. With preference share interest, however, the 
position is somewhat different and revision of interest rates is very 
far from being unknown. Turning to agricultural rents, the 
record of the last quarter of the nineteenth century shows that 
.sympathetic consideration for the difficulties of farmers struggling 
imd^r rent charges which agricultural depression and declining 
prices had shown to be based upon too high a level was not 
unknown. It is probable that there is greater scope for the 
farmer to secure revision of his rent than for the industrialist to 
modify the fixed charges against his profits.^ 

The English land system of tenant farming is, however, 
relatively little known outside Great Britain. In Ireland to-day 
the average farmer is now either the owner or well on the way to 
become the owner of his holding.^ In the United States, at the 
time of the Census of 1920, 06-6 percent, of all the land in faritis 
was operated by the owner; a further 5*7 per cent, was operated 
by managers, presumably in the interests of the proprietor. Of the 

* K.g., tin following paragraph appoarfd in the Live, Stock Journal for 
November 18th, H)27 ; “A reduction of 15 per cent, in the rent for the half 
year of all tenant farmcrH on the Duncomho Park Estate was aunouiiec d by the 
Earl of Fevcrsluvm at a tenants’ luncheon at Helinslev on ^Vef^no.^day.” 

® At the 31st March, lOlG, the area of land in Ireland sold under the various 
Land Purchase Acts, 1870-1909, was 9,92fi,372 acres, while proei'edings for sale 
had lK>on instituted or won’! pending in the ease of a further 3,490,419 acres, 
making a total of 13,410,788 acres, or almost 70 per rent, of the total area <»f 
the country outside urban distriet.s. The amount of purcha.se money involved 
was £123,930,915.— The Rt. Hon. W. F. Ruiley, The //<>/( Land v)r/.v. 
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remaining 27-7 per cent, of the farm land of the country which was 
in the hands of tenant fanners, no less than 16*8 per cent, was 
occupied by share tenants, while only 7-5 per cent, was returned as 
being operated by cash tenants, the remaining 3-4 per cent, being 
farmed by “ share-cash ” tenants or by tenants whoso type of 
tenure was not specified.^ Tn \V^estcrti and Southern Ruropo 
even before the war a very larg(i proportion of the cultivated area 
was in the hands of peasant proprietors, or where the tenant 
system prevailed this was generally metayage or some form of 
share tenancy. The agrarian changes which have occurred in 
Kastern Europe since the war have extended these systems of 
landholding.’ Thus in Rumania the Minister of Agriculture stated 
in .May 1022 that, wlieii the reforms which were being instituted 
were carried tlirougli, “ out of a total of thirteen million hectares 
of arable land possessed by Greater Rumania, twelve million will 
have definitely passed into the hands of about four million peasants, 
in separate lots, varying from one to five hectares according to 
the region and dcai^^ity of population. One million hectares 
only will remain in the hands of about si.x thousand owners.” ® 
Tn the iTabsburg and Romanov secession states tlieni lias been a 
similar movement towards the splitting up of large estates into 
small peasant landholdings. Even in Great Britain a considerabh^ 
proportion of tlie agrimdtiu’al area is to-day in the ownership of 
the occupier, Jn England and Wales in 1024 approximately 
23 ])er cent, of tlic area und(‘r cro 2 )s and grass was owned by 
occuj)iers.'‘ Tn Scotland, in 1020, l ,()04,70t) aci'cs under crops ami 
grass were returned as ow ned by the occu])ier, or 23-3 2 >er cent, of 
the total cultivated area of the country.'* 

The importance of changes in the value of the monetary 
medium in the case of the owner occupier may be greater or less 
than in the ca.^^e of the tenant farmer. The unfortunate 2 )osition 
of many Englisli small holders who, having purchased tlnar 

* Foiirlcrvth. fU nstis nf the Vnifnl Fla/rs, 1920, Vol. V.. ]). 122. It .should he 
nct> (I, however, th;d the I’.S. Bureau of the Oiisus iucliidoa fanners “upc ratiup 
in tuJcUiion to their (Avn land some land hired from others” in the category of 
owners. In 1920 48 3 per cent, of all farm laud was in the hand.s of owikus 
owning their entire far/u and 18' 1 per cent, in the hands of owners wlio hired 
additional land. Part ienlars an’ not available rt‘garding the proportions of thu 
1s t per eent. of the total farm area (e) owned by the oceupier and (h) hirerl 
from (ahers. 

- (’f. if. .M. Conaeher ; “Agrarian Reform in Kastern Europe,” Int. Ff^rior 
Afj)ir. Frons., \'ol. I., 1923, 

® Quoteil ('onaeher, ltd. ErvifU' A<jric. Fron.t,, Vol. I., 1923, p. 15. See also 
” Share Teriariey in Rumania,” idem. 

* R. R. Enfield : Rrjiort upon AffrirnUnrdl Cndit, p. 11. 

* AtjricuUural for Scolhind, 1920, Ft. 1. 
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holdings with borrowed money just after the war, have been 
ruined by the fall in prices has attracted considerable attention. 
It is necessary to distinguish between the farmer who has bought 
his farm outright with his own capital and the man with a mort- 
gage outstanding on his holding. In the former case an invest- 
ment has been made in real assets and is independent of price 
fluctuations. If i)riccs fall the farmer’s real income remains the 
same. It is true that if he had invested in War Loan, sound 
industrial debentures, mortgages or similar investments repre- 
senting claims to a fixed sum of money, his real income would 
have increased. But if prices rose he would have lost in real 
income, whereas actually his position, in so far as his investment 
ill his farm is concerned, remains the same. The position of the 
man subject to an annual mortgage charge is badly afleetcd by 
falling prices, but he enjoys a corresponding gain during a period 
of rising prices. It is not possible to estimate the extent to which 
owner occupiers in Great Britain have mortgaged their holdings. 
In the United States,^ however, at the Census of 1920, out of a 
total of 3,925,090 farms operated by their owners, 2,074,325, or 
52-9 per cent., were definitely reported as free from mortgage 
indebtedness ; 1 ,4(3 1 ,30(3, or 37*2 per cent., were definitely reported 
as mortgaged, and for the remaining 389.459, or 9‘0 per cent, of 
the farms, the mortgage status was not stated.^ The total value 
of thv farms (lands and buildings) reporting the amount of mort- 
gage indebtedness in 1920 was returned at $13,775,500,013, and 
the amount of debt $4,003,7(37,192, or 29*1 per cent, of the total 
value. In Ireland the Land rurchase Annuities at present paid 
])y farmers arc for the most part based upon land valuations made 
between 1870 and the outbreak of war, and consequently Irish 
farmers have iHuiefited through the fall in the real burden of 
their annuities. 

In the ease of capital invested by the agriculturist in equipping 
his farm the position is strictly analogous to similar investment on 
the part of an industrial concern. After the initial expenditure 
involved in stocking the farm has been incuiTcd, any further 
investment may be treated as taking the form of replacement 
over a series of years. Interest rates and price levels may be 
ignored except in so far as the purchases have been financed with 
borrowed money. In tliis case the position is similar to a mort- 
gage on land, except that the period involved will probably be 

^ Fourteenth Census of the United SOitm, Vol. V., p. ISO. 

* According to tho l\‘nsu» Report “ an invesl ij^ation of the farms tabulated 
as ‘ unknown ’ for 1920 in a number of typieal counties indicated that by far the 
greater part of the^.o fauns were actually free from mortgage,” idem., ]). 4S0. 
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shorter. Normally, however, the farmer invests certain of his 
resources in the equipment of his farm. The purchasing power of 
the original money value may change, but the real value remains 
unaltered except for a depreciation allowance which represents 
a ratio of the original real value of ihe equijunent irrespective of 
the price level at which it is calculated. 

After fixed charges, such as interest payments and rents, the 
wages of labour is the item from which entrepreneurs normally 
experience the greatest differential losses or gains during a period 
of changing prices. It is necessary to distinguish two forms of 
agriculture : (a) that in which the greater part of the work of the 
farm is performed by hired labour, and {h) that in which family 
labour is predominant. Obviously cliangcs in wage rates are 
only of direct importance under the former system. Adopting 
England and Wales as constituting an example of a system of 
agriculture practised with the aid of hired labour, the following 
table shows the changes which have occurred in agricultural 
wages and prices during the past twelve years : 



P<‘rcontag(' incroaso in 
.Agricultural Wages 
com pared with 1914. 

Pcrcontag(' incroaso ir\ 
Agricultural Prices 
compared with 191 1-13. 

1014 .... 



1 

1915 .... 

— 

27 

1016 .... 

— 

t»0 

1017 .... 

19 

101 

1918 .... 

54 

1.32 

1919 .... 

96 

158 

1020 .... 

140 

192 

1921 .... 

146 

119 

1922 .... 

74 

69 

192.1 .... 

66 

57 

1924 .... 

66 

61 

1925 .... 

72 

59 

1926 .... 

75 

51 


It will be observed that up till 1921 the increase which took 
place in the wages of labour was much lower than in the case of 
the prices of agricultural produce. In that year, however, wage 
rates showed an appreciably higher relative increase than prices, 
but in the following year, 1922, the margin of difference was 
considerably narrowed. During 192.3 and 1924 the nominal 
money rates of wages showed a slightly smaller increase than was 
the case with prices, but the operation of the Agricultural Wages 
(Regulation) Act of 1924 has had the effect of increasing wages at 
a time when the downward movement in prices, following the 
slight improvement recorded in 1924, has continued. Further, 
there has been a considerable reduction in the hours of agri- 
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cultural labour in England and Wales since before the war. The 
increased labour charge on farms due to this cause is not reflected 
in the percentage figures given above. 

Generally speaking rent and labour charges comprise the 
principal items of expenditure in agricultural production. Writing 
in the Economic Journal for December 1925, Mr. C. Dampier 
Whetham shows that, on an East Anglian light land farm, rent and 
labour accounted for (U-3 per cent, of total farm costs, while on a 
West-country dairy farm the percentage of total farm costs 
represented by these two items was 44- 2.^ On the former farm 
payments for feeding stuffs, fertilisers and seeds amounted to 
19-7 per cent, of the total costs incurred, while on the latter the 
percentage was 34*9, almost entirely due to heavy purchases of 
feeding stuffs. In comparison with industry purchases of raw 
material in agriculture are relatively small. Excluding trades 
engaged in working up the produce of agriculture and fisheries, 
the value of the raw material used by the other trades of the 
country in 1907 was £329,200,000, to which it is necessary to add 
an allowance of from twenty-eight to forty-three million pounds 
for carriage and merchandising of the raw and semi-raw materials 
used whose value is given above c.i.f. at the port of landing or at 
the place of production. The total value of the output of these 
trades, at works, was £1,057 to £1,072 millions. Thus the pro- 
portion borne by the cost of raw materials to the value of the total 
output was approximately 34 per cent. The value of the output 
of agriculture in Great Britain in 1908 was £150,800,000, while the 
value of the imported and home manufactured animal foods and 
manures (exclusive of maize and other iin])orted corn for feeding 
stock) used in 1907 was £28,400,000, including quantities used on 
non-agricultural holdings. 44ie proportion borne by cost of 
])urchased raw materials to the value of the total agricultural 
output was thus approximately 1 9 per cent. The finished product 
of one industrial firm constitutes the raw material of other firms to 
a much greater extent than in agriculture, however. The net 
output of all the firms ineUidcd in the Census of Production 
inquiry in 1907 amounted to £712,135,000, while the value of the 
materials used was £1,028,340,000. There is in agriculture com- 
paratively little sale of the products of one farm for use in 
jiroduction on others. The most important transactions of this 
character are probably in the case of live-stock. In 1907 the value 

^ On a luiinbor of Lady Day Kntry Farms in the Fjistern (bounties the 
pniportion of outgoings represented by labour, rent, rates and iiisuranct! appears 
to huv’o been 40 {) per cent, in l‘J24 25, 50 9 })er cent, in 1{325 20, and 501 
per cent, in 1926-27. Table V of lieport. No. 8 of the Farm Keonomics Hranch 
of the Department of Agriculture, University of Cambridge. 
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of the live stock imported from Ireland for fattening in Great 
Britain was placed at about £7,000,000. ^J.'hero is also a trade in 
agricultural seeds, while sales of straw, hay, roots and similar forage 
crops also take place from one farm to another. It is certain, 
however, that expenditure on the pureliase of raw materials 
and on goods to he used in further production is very much less in 
agriculture than in industry. 

Under the British system of agriculture, therefore, the farmer 
is faced with two primary items of expenditure — rent of land and 
wages of labour. At the time of the first Census of Production 
the former probably amounted to fully a quarter of the value of 
the agricultural out])ut of the country. In compai‘ison expendi- 
ture on purchases of materials required for use in production — 
which in the non -extractive industries is of much greater 
consequence — assumes a secondary importance. But rent and 
labour charges are })recisely those' which are least tractable to 
revision in accordance with changes in the general price level. 
The importance of j)rice changes upon British agriculture, there- 
fore, arises not merely through the (‘xt ended time lag,” but also 
on account of the character of the principal items comprising the 
expenses of agricultural ])roduction. Outside Great Britain, 
however, the im])ortance of rent is vtuy much less, w’hile in 
Ireland, and oii the Continent of Kuro2)e g(*norally, even wages of 
labour do not enter into the expenses of the farm to any a])prcciable 
extent. The unit of agricultural production is still very largely 
the small holding, frequently owned by the occupier. On many 
holdings of this character a mon(*tarv economy ha rdly exists. The 
land is the property of the farmer and is the source of supply of 
food for his family and Ids live-sto(!k, and of seed for his next 
year’s crops, w hile it is cidtivated by liis own labour and that of 
his family. 11 is sur])lus produce is sold oil the holding, however, 
and the price obtained is governed by price movements on the world 
market. But in fact the circumstances are reminiscent of barter, 
for the very market town in which the peasant pro])rietor's 
produce is sold is the mart for the purchase of the manufactured 
goods he requires. The exchange character of the transaction 
is hardly obscured, although money is the medium by which it is 
clTected. At hardly any point, however, in the agricultui’al 
economy of the peasant proprietor does money .serve as a store 
of value, and it is to its weakness in this held that cyclical move- 
ments of industrial and agricultural prosperity and depression 
are ascribed. 


D. A. E. Harkness 



THE SIGNIFICANCE AND USE OF DATA IN THE 
SOCIAL SCIENCES 


“ The social sciences, like the natural sciences, proceed 
upon the one great premise that the intricate Ilux of events 
can in some way be explained. What appear to be arbitrary 
or capricious happenings can bo fitted into a scheme which 
lias no room for anything but dependable uniformity and 
regularity. Such is the first article of the scientist’s creed. 
The second article of that creed is that the one way to come 
to a knowledge of these hidden uniformities is by moans 
of those patient and methodical incpiiric^s which we call 
research.” 

This, the opening paragraph of an address by Professor 
Young on “ Economics as a Field of Research,” ^ is so compre- 
hensive and so clearly expressed that one may regret its use as 
the opening of a brief address on a s})ecilic branch of a great 
question. It might well bo the introduction to a general treatise 
on th'e social sciences, which is very much needed, possibly along 
the lines of Claude Bernard’s An Introduction to the Study of 
Experimental Medicine. This thought is suggested by Professor 
Young’s treatment of the intricately complex dihiculties of 
j('S(‘areh in the social sciences and the similarity of trend of 
thought expressed by Bernard, ’i’he following brief quotations 
from Bernard indicate tliis similarity: 

“ It is therefore clear to all unprejudiced minds that 
medicine is turning toward its permanent scientific path. 
By the very nature of its evolutionary advance it is little 
by little abandoning tlie region of systems, to assume a more 
analytic form, and thus gradually to join in the method of 
investigation common to the experimental sciences.” 

“ Reasoning is always the same, whether in the sciences 
that study living beings or in those concerned with inorganic 
bodies. But each kind of science presents different phenomena 
and complexities and difliculties of investigation peculiarly 

^ Allyn A. Youn|;(, “ Economics as a Field of llcsearch,” Quarterly Journal of 
t'^cunomics, Nov. 1927. 
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its own. As we shall later sec, this makes the principles 
of experimentation incomparably harder to apply to medicine 
and the phenomena of living bodies than to physics and the 
phenomena of inorganic bodies.” 

“ Experimentation is undeniably harder in medicine than 
in any other science ; but for that very reason it was never 
so necessary, and indeed so indispensable.” 

This work of Beriianrs was written two gemu’ations ago on an 
entirely different subject, approached in an entirely different 
way, but the underlying mental processes and the trend of thought 
of Bernard and of Young are the same. 

In the introduction to a recent translation of Bernard’s book,^ 
Professor Henderson indicates the simplicity and modesty with 
wliich the great physiologist ” almost doubtingly approached 
his subject, and his avoidance of “ a priori do(jm(Hismfiy' and leads 
up to the statement that 

“ Not until after the turn of the century did the movement 
which Claude Bernard had foreseen make itself felt. To-day 
it is well established and should he generally recognised. 
The result has already been a remarkable increase of experi- 
mental investigation and of rational theorising in the clinic. 
For the first time mathematics, j)liysics, chemistry and 
physical chemistry, as aids to physiology, have passed into 
the hospitals.” 

We arc led to wonder if seventy years from now some of the 
seemingly impossible problems of the social sciences may not 
have yielded to intensive attack and become matters of routine 
technique. Of one thing I am certain, that if Bernard had 
included or even visualised sociology as a science he never would 
have said that “ Experimentation is undeniably harder in medicine 
than in any other science.” 

Another interesting similarity bet^veen the attitude of Bernard 
and Young is their appreciation of and respect for the work of 
the past. To attract momentary attention by picking some 
point or principle on which time and study have thrown additional 
light, or on which the pendulum of opinion has swung, and saying 
that “ Adam Smith is out of date ” or “ Mill’s work is obsolete,” 
is temptingly easy and only too common. 

' Claude Bernard, An Introduction to the Study of Experimental Medicine. 
Translated by Henry Coploy Greene, with an introduction by Lawrence J. 
Henderson. (The MacMillan Co., 1927.) 
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As it is incumbent on me clearly to show the importance and 
significance of data, before discussing their nature and use, I will 
further support the argument by reference to the work of Professor 
Mitchell, who, approaching the subject from an entirely different 
angle, has treated it with characteristic intensiveness. His views 
are indicated by the following abstract from his presidential 
address ^ which I have used in a former paper ; 

“ The literature which the quantitative workers are due 
to produce will bo characterised not by gcmeral treatises, but 
by numberless papers and monographs. Knowledge will 
grow by accretion as it grows in the natural sciences, rather 
than by the excogitation of new systems. Hooks will pass 
out of date more rapidly. Tlie history of economic theory 
will receive less attention. Economists will be valued less 
on their erudition and more on their creative capacity,” 
and that we must expect from quantitative methods “ a 
recasting of old i)roblems into new forms ” with much more 
likelihood that old explanations will be ‘‘ disregarded ” tliaii 
that they will be ” refuted.” 

Hero we have the same fundamental idea presented with 
interesting differences. Young in his paper clearly states the 
need of patient methodical research, but especially emphasises the 
importance of reasoning and logic in the use of data, while Mitchell, 
evidently agreeing as to the importance of sound reasoning, 
emphasises the value of “ creative capacity ” in the development 
of concrete knowledge which will be evolved by “ numberless 
papers and monographs ” on spcjcific s\d)jects. As both arc 
absolutely essential it is well that both should be strongly 
stressed. 

In the first chapter of MitcheH's latest publication^ he gives 
an exhaustive analysis and an historical study of the processes 
involved in business cycles. This analysis clearly shows the 
importance of psychological factors in his problem, and con- 
clusively proves the nc'ed for the development of quantitatively 
stated psychological data. The problem of business cycles is 
one of a comparatively small number of economic problems which 
have been so intensively studied and so scientifically treated as 
to place them in a class by themselves. To reach this conclusion 

^ VVosloy C. Mitclu’ll, “ Quantitative Analysis in iM.-onoinic Tlieory,” Awericdn 
Evotiomic Herieiv, March 11)25. 

* Wesley C. Mitchell, “ Business Cycles, the Brohlem and its 8('(tin|r,” Xdtwnal 
Bureau of Economic Research, 1927. 
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on tliLs problem is a sigiiiiieant indication of the importance of 
psychological data quantitativ^oly stated in the consideration 
of problems generally in the social sciences. 

A third paper giving important strength to the argument is the 
lecture of Sir Josiah Stamp on “ The Statistical Verification of 
Social and Economic 1'hcoiy.” ^ TJie h^cturc opens with the 
following paragraph ; 

‘‘ Anyone who reflects upon the troubles and problems 
of the civilised world to-day must realise that questions 
are constantly put to economic science to which no clear 
answer, and sometimes no answer at all, is being given. If 
wo arc satisfied that no body of knowhaJgc is worthy the 
name of science unless it has a capacity for development to 
meet such new needs, we shall be looking round to see upon 
what lines growth and change in economics must take place. 
Will the old methods of inquiry and proof suflice, or must 
we seek new ones, not necessarily ‘ better,’ but more adapt('(l 
to cope with the fresh problem and to unfold liidden se{a’ets ? ” 

Taken as a whole the lecture is an earnest plea for more, and 
yet more, scientifically established data for use in the considera- 
tion of the prol)lems of tlK'. social sciences. Coming from a man 
with intensively scicmtific training who has frequently been called 
upon for advice in the consideration of important problems 
requiring action, this plea is peculiarly forceful and ])ertineiit. 

In the lecture he discusses the economic curriculum and method 
(jf work ill one of the great universities in a manner which bears 
pointedly on this argument. This university he indicates is 
more interested in the consideration of economic problems and 
the development of reasoning than in research and the production 
of data. He freely admits it is wise that at some university 
economics should “ be studied in particular juxtaposition to 
history and philosophy," and thc^ desirability of the development 
of methods of thought and logical reasoning from economic data. 
But he calls attention to the use of indefinite data and antiquatiMl 
statistics in its curriculum and work, and criticises it as unj)ro- 
gressive. 

He might well have added that arguing from indefinite data 
is not logical reasoning. Mill has conclusively shown ^ that a 
clear statement of a probkun, and unequivocal defining of dat;i 

* Sir Josiah Starn]), “ Tho Slatisticiil V».*rifu*ation of Social atvl Kcoiioini'' 
Thi'ory,” Sidney Ball LccUiro, Xovemhor a, 1926. 

- John Shiart Mill, .1 S>f-itnn of Loijir. 
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used, is a fundamental necessity in reasoning to a logical con- 
clusion, and that indefiniteness in statennuit of data may be 
expected to lead to erroneous conclusions. It is, of course, 
entirely proper, in the training for logical reasoning, to use hypo- 
thetical data ; for instance, that the moon is made of green cheese ; 
but the careless or indefinite use of data is inexcusable. The use* 
of such data in the consideration of the problems of the social 
sciences is seriously liampering their develo[)ment. A large 
proportion of the literature treating specific y)roblems and of tln^ 
propaganda for new ideas and theories is so ably presented and 
so logically reasoned that there is a distinct tendency to be 
convinced by the soundness of the reasoning witJioiit a careful 
analysis of the data used, and whether or not all factors affecting 
the problem have been included. 

To have work of the nature described by Sir Josiah, or men 
with the training indicated, turned loose in the world under the 
legis of a great university is more than negatively unprogressive, 
and may well be characterised as positively harmful and 
thoroughly unsciientific. 

Much other literature bearing interestingly and strongly on 
the subject might well be cpioted if the limits of a single paper 
permitted. These three are chosen as convincingly supporting 
my .argument. The fact that they are all from the economic 
field is interesting, and is probably due to economics being more 
highly organised and better defined than other branches of the 
social sciences, with result that economists are apt to write more 
concretely and succinctly. Also 1 may add that as 1 have 
discussed this general subject very fully with these three men, 
and as these discussions have had an important pai t in forming 
my ideas, I write tliis paper with confidence that they will bi' in 
agreement with its general conclusions, whether or not in accord 
with the line of argument and citations. 

Ill tliis argument f have attempted to show conclusively that 
tli(^ social scieiice.s, including therein economics, are in the throes 
of a great evolutionary trend toward more exact and niort' scientific 
metliods, and that, as Marshall said, with his })rophetic vision d 
“ There is a growing need for a thorough analytic, and therefore 
realistic, study of economics, of the same order as that which is 
given to physics and ])hysioIogy.’' 

Fundamentally the ])rocesses in all sciences are the same. 
They all have the same j)urpo.se — to add to tlie fund of human 

^ Alfred Marshall, The Xeir (\imhrhhje Currirttluin in Knornirfs nnd As.sorintrd 
liraiu'/ics of PuUtiail iSciciue. (Mdfiiiillan & (\).) 
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knowledge. Their problems differ, but in each a problem is 
solved when indisputable logic, based on unassailable facts, brings 
an unanswerable conclusion. When a prol)lem is so solved it 
ceases to bo a problem and becomes an addition to knowledge, 
available for use as data in the consideration of other problems. 
Thus is a science built up, brick upon brick, by the securing of 
data and its application by logical reasoning. The process of 
reasoning, the application of indisputable logic to a problem, is 
tlie key wliich unlocks the door. As tlui procc.ss of reasoning is 
similar in all sciences, its ap[>lication to social science only requires 
the development of a generally accepted terminology and a 
mutually understood system of thought adapted to the con- 
sideration and discussion of its problems. As indicated in the 
opening aigu merit, much enlightening thought lias been given 
this question and more may well be given. It is, however, aside 
from the purpose of this pa])er and is referred to merely to indicate 
the vital importance to the social sciences of clear and generally 
understood methods of reasoning. 

The great difference between social science and other sciences, 
in fact the great difference between each of thi; sciences, is the 
difference in the nature of the phenomena under consideration. 
These differences in plumomena require the development in each 
science of methods of investigation, systems of measurement and 
comparison, e.xperimeiital apparatus, and a technique peculiar 
to itself. These methods and techni([ue are the equipment for 
the production of the data on which reasoning bases conclusions. 

It may therefore be stated that the jiurpose of scientiffc investi- 
gation in social science is the production of data which logical 
reasoning can apply to and u.se in the conduct of human affairs. 

It is also axiomatically clear that data to be of value for this 
purpose must be so unequivocally stated and defined that they 
can be applic'd, analysed or tested by other minds, 'rids requires 
the investigator, when presenting or discussing the results of 
research, to use great care in the descri])tion of methods of investi 
gation and to specifically define terms used which have not a 
generally understood and accepted significance. In fact it means 
the development in social science of a more or less standardisial 
type of scientific paper which will be generally used in jDresenting 
and discussing problems. 

Except in certain branches of economics, most of the socio- 
logical and economic literature does not clearly state and define 
its meaning, and therefore is not of value in the pursuit “ of 
those patient and methodical inquiries which we call research. ’ 
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This does not mean that the literature has no value, and in fact, 
as most of it was written for another purpose, is not even a criticism 
of it. To say that an article written for one purpose is not of 
value for another is not criticism. There is a clear distinction, 
not always fully appreciated, between such a scientific ])aper and 
a paper written by a scientist. For example, there is a constant 
and pressing demand from the community for information and 
advice as to the best line of action on some sociological or economic 
problem or condition on which action must bo taken. Naturally 
a man trained in the specific field is called upon, and it is an 
important duty and obligation of a scientist to respond to such a 
call. The report or treatise which results may well bo of the 
highest value and give the best solution of tlie problem, or state 
the safest lines of action possible within the limits of existing 
knowledge and experience. This is a necessary function of the 
scientist but is not his creative work. It is the process of reasoning 
from and applying existing information. In so far as it is based 
on proven data it is scientifically sound. Init under existing 
conditions in the social sciences it must of necessity usually 
include data not scientifically proven, the value and effect of 
which must bc‘ estimated and judged. 

Such a treatise or report fulfils a great function of the social 
sciences as it gives to the world the application of existing know- 
ledge. It is the key that unlocks the door. But it has no 
creative value because, if it is entirely based on ])roven data, it 
adds nothing fo the fund of knowledge, and if it is in whole or 
in part based on unproven data, it is an opinion, not a finding. 
It is a treatise by a scientist, but is not of value in the develop- 
ment of knowledge. Such a report may include personal research 
W’ork properly presented and stated, and if so, is of course to that 
extent scientific investigation. 

Treatises of this nature are of great value in the development 
of social science as, in their use of unproven data, they tend to 
indicate and emphasise the problems needing investigation and 
arc a fertile field to wdiich scientists may look in tlu' selection of 
problems for research. If the WTiters of such treatises would more 
generally be careful to indicate the fact when they use data basetl 
on oifinion, they would increase this value. 

We thus have tw'o great functions of social science, the acquisi- 
tion of knowledge and its application to the alTairs of the human 
race. These two functions are, of course, inter-allied and inter- 
dependent. In fact they arc often jointly worked u]mn by the 
same mind. But there is a clear difference between the purpose 
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and objective of each which requires different methods of thought 
and technique. In discussing the methods and technique which 
is being developed for the acquisition of knowledge by intensive 
research it seems necessary to emphasise this distinction. 

If the need of intensive research and the puri)Osc and use of 
data has been sulliciently discussed J will take up the question 
of tlie nature of the data which can ])c evolved from the plieno- 
inena })resented by the social sciences, data being the facts or 
a.ssuin])tions, tlie preniises, on which logical reasoning is based. 

In discussion, the data used in the consideration of the 
])roblenis of the social sciences have been divided generally into 
two classes, qualitative data and quantitative data. The use 
of tlie terms qualitative and quantitative in tin’s connection was, 
T think, tirst made by Marshall, certainly he was the first to 
c<)acretely emphasise the importance of the distinction indicated 
])y the terms. Ho did not give a definition of his concept in 
their use, nor has anyone since given a clear dchnition which 
has been gmierally accepted. As the terms are used frequently 
in sociological and economic writing and discussion, with evident 
difference in the significance and scope given them, it seems wise 
to consider their use. (\*rtain restrictive definitions have been 
made; for instance, it is quite common to say “ quantitative, 
tliat is statistically stated,” or ” quantitative, that is inathc- 
matieally ascertained.” It is clear to me that Marshall used the 
terms with a much Iwoader significance, as have many of us 
since. 

The w'oi’d quantitative contains the element of measurement, 
by some standard, oi the quantity, degree or comparative relation 
of a factor contaimM in a })honomenon. But tliere is nothing 
inherent in the word which limits its significance to the specific 
use made of it in analytical chemistry. The (century Dictionary 
gives the following definitions : “ Quantitative — relating or 

having regard to quantity or measurement.” “ (Qualitative — 
non-quantitativc ; relating to the jmssession of qualities wdthout 
reference to the quantities involved; stating that some plicno- 
menon occurs, but without measurement.” 'bheso definitiems 
seem to accord with the general use of the w^ords by sociologists 
and economists who are interested in “ quantitative ” develo])- 
ment, and the tendency of their critics is to narrow and restrict 
the definitions. 

To apply the distinction made by the Century Dictionary 1 
give tlie following example. In an economic study of the relation 
between the interest rates on short-term notes and the price of 
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long-term bonds it was observed that bond prices iinifornily 
followed the note interest rate, but only after an interval of 
time. This interval was ascribed to tiie psychological fact that 
the bond investor acts more slowly tha?i the note bu^Tr aiid 
takes more time for consideration. This fact was noted, and 
the conclusion that bond prices followed note interest rates. was 
modified by the statement that there was an interval of delay 
due to psychological “ lag.” In this case the psychological lag 
was used as a datum in the consideration of th(‘ problem and was 
a qualitative datum because it was not measurably or com- 
paratively defined. Later, intensive observations were made 
as to the period of time and a curve was put into the problem 
indicating how soon after a change in note interest rates the 
bond market would move. The minute ihis curve Avas put 
down on paper the ]isychological lag ceased to be a qualitative 
datum and became a quantitative datum. The quantitative 
nature of a curve is not dependent on its correctness or the 
conclusiveness of the investigation which produced it. All that 
is necessary to make it (piantitative is tliat it shall be so stated 
and defined tliat its relation to the problem can be analysed 
and tested by some standard and confirmed or corrected. Tlie 
ascertainment of the lag described is a measurement by intensive 
ol)seivation of the psychological average action of many minds 
considering two dillerent types of transaction from dilTerent 
stand])oints. It is nevertheless susceptible of conclusive deter- 
mination as indicated by the progress made by the economists. 
The distinction between qualitative and quantitative data is 
not a difference in (he nature of the data, it is a ditferenco in the 
method of statement. 

1 have perha])s given undue promiiieiiee to this question, in 
fact etymological discussion is apt to be an unnecessary con- 
sumer of time. It is of minor importance where a word comes 
from, the essential is to make sure that the terminology used is 
so generally understood or so clearly deiimnl that misuudcT- 
staiiding is impossible. Hut in this ease the intent is to give 
definitions of qualitative and quantitative which will accord 
with their use by Marshall and others who have discussed the 
quantitative develojiimmt of the social sciences. However well 
i may succeed in this purpose 1 can at least delinc them as used 
in this paper. 

1 will therefore define the terms qualitative and quantitative 
data, as used in the consideration of phenomena in social science, 
as follows : 
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(Qualitative data arc factors, elements or conditions observed 
or ascertained to exist in phenomena, the relative value or com- 
parative importance of which have not been measurably stated 
and defined. 

Quantitative data are such factors, elements or conditions 
wliieh have been subjected to intensive analysis and their relative 
or comparative force or effect on a phenomenon defined, measured 
and stated. 

It will be noted that under these definitions qualitative data 
are necessarily the precursors of quantitative data, as the exist- 
(Mice of a factor must be observed or ascertained before its force 
and effect can be measurably considered. (Qualitative data can 
be and are properly used in the consideration of problems, and 
their treatment with such data is often referred to as the meta- 
physical method, but more proj^erly may be specifically defined 
as the dudectical method. 

A quantitative datum is a qualitative datum which has been 
defined, staled and measured by souk? standard. The words 
“ by some standard ” arc put in to signify that there arc standards 
which can be used for the measurement of the force and effect 
of a factor ascertained to exist in a phenomenon that are neither 
mathematical nor experimental. For example, the colour green 
is found to exist in phenomena of a (certain class, and qualitative 
observation shows that it exists in flifferent examples of this 
])henomenon in varying shades. An analysis of the different 
effect on the ph(‘nomenon of the varying shades is undertaken, 
and for this purpose a card is made with ten shades of green, 
varying from light to dark and lettered from A to J. Hy the 
application of this standard it is found that example; number 
one of the phenomenon contains shade I), number two contains 
shade G, and so on. Jf all the other factors in the phenomenon 
are quantitatively measured and the different examples of it 
compared, the force and effect of green on the phenomenon can 
be quantitatively and (h'fmitely ascertained. Jn this case thcu'c 
is no use of grammes and centimetres, no element of experimen- 
tation, and yet the result is a quantitatively stated datum for 
the consideration of tlie j)roblem. A clear understanding of this 
point is made necessary l)y the difliculties and complexities met 
in the creation and use of psychological data. 

The quantitative nature of a datum is not dependent on the 
accuracy and soundness of the measurement, but entirely on the 
fact that it is so stated and defined that the accuracy of the 
measurement can be analysed by another mind and confirmed 
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or corrected. The treatment of a problem with such data has 
been and may be defined as the scientific method. 

The line of demarcation between these two methods, the 
dialectical and the scientific, is not clearly defined, and in usage 
they are constantly overlapping. But the fundamental difTcrence 
and the value and difficulties of each can be discussed. 

The dialectical method is an absolute necessity in the con- 
sideration of problems which must be acted upon and which 
contain factors that have not been quantitatively stated. It 
is characterised by the fact that the evaluation of its data is 
largely dependent on opinion, experience or erudition, which 
opens the door to a very wide range of discussion and specula- 
tion. This method should be and will be used as long as there 
are indefinite or new' problems in social science. As each step 
made, which throws light ahead, seems to open up new vistas 
and as we can hardly visualise the solution of such a problem 
as the relation between the human body and the vsoul, it may 
bo assumed that the dialectical method will continue to be an 
important factor in the development of social science indefinitely. 

The principal difficulties in this method come from its in- 
definiteness. There is such constant danger of the omission of 
some factor from a problem or confusion in terminology, and 
the clement of judgment is so important, that only the most 
highly trained and best minds can hope to be of value in its 
field. And yet the door is so wide o])en that it is temptingly 
easy for the untrained and immature mind to wander in, with 
result that there is in social science a hopeless mass of negatively 
good or positively bad literature and a lamenta])lo waste from 
misdirected effort. 

The scientific method assumes a clearly stated problem, 
analysed to make sure that it is a simple problem and not several 
problems combined. It requires a careful study of factors 
bearing on the problem and a quantitative statement of each. 
A problem so stated is in form to have logical reasoning produce 
a solution. The reasoning must of necessity always remain 
dependent on the clearness and soundness of the reasoning mind, 
but if the problem is fully and simply stated it is comparatively 
easy to follow and check up the logic of the reasoning. The 
great difficulty in the scientific method is the creation and 
verification of quantitative data. 

Hero lies the fundamental difference between the two methods. 
The soundness of a conclusion reached by the dialectical method 
largely depends upon the judgment and ability of the mind 
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presenting the conclusion, and upon the credibility of the data; 
whereas the scientific method presents its case in form for analysis 
and review by other minds. The dialectical method contains 
the elements of a dictum, the scientific method is in essence a 
challenge. 

The ])riiicipal difficulty in the scientific method is the creation 
of quantitatively stated data. Many of the phenomena of the 
social sciences are so little understood and arc so complex that 
it is not surprising we often hear the statement made, without 
pretence of proof or evidence except personal belief, that it is 
impossible to quantitatively solve such and such a problem. 
But it must bo remembered that quantitatively stated data are 
not necessarily correctly stated data, in fact a first statement of 
an intricate factor may well be incomplete or inexact. The first 
statement is in effect a challenge to others to accept, refute or 
amend the finding, and the scientific method consists of a con- 
stant persistent analysing of data and the application of each 
amended or corrected form. The conclusion reached from the 
best established quantitative data is the best conclusion possible 
within the limits of existing knowledge. 

It is far easi(‘r than is generally assumed to quantitatively 
state an intricat(i factor, and once stated the process of analysis 
will immediately begin. Also qualitative data can be used in 
the scientific motliod by the mere assumption based on personal 
0])inion of the foi ce or etfect of a qualitatively ascertained factor. 
For example, it may be stated that “ it is assumed for the pur- 
2)oscs of this inquiry that the differences of racial characteristics 
of the two nations under discussion will cause a deviation in the 
findings to the extent indicated by the curve inserted.” As a 
matter of fact this mere assumption is in effect a quantitative 
statement of the factor as it gives a stated measurement of the 
effect of racial difference in form for analysis and criticism. It 
is a start towards the establishment of a technique which may 
well in time jjroducc conclusive results. 

A detailed study of tlie different types of data and methods 
of their quantitative statement would be sufficiently extensive 
to justify a separate inquiry. I will therefore merely say that 
quantitative data have been develo2}ed, in varying degrees, by 
the statistical method, the case study method, observation and 
experimentation; and further, that cx2}erimentation in many 
social science phenomena, and the complexities of quantitative 
statement of psychological factors, are most in need of study. 
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Conclusion 

“ The social sciences, like the natural sciences, proceed upon 
the one great premise that the intricate flux of events can in 
some way be explained.’* As “ anyone who reflects upon the 
troubles and problems of the civilised world to-day must realise 
that questions arc constantly put to economic science to which 
no clear answer, and sometimes no answer at all, is being given,” 
it is the manifest province of social science, not merely to discuss, 
but to underinke the solution of these problems. 

The scientific solution of a problem is accomplished by logical 
reasoning ba.sed on data which state the factors contained in the 
phenomenon under consideration. “ Reasoning is always the 
same, whether in sciences that study living beings or in those 
concerned with inorganic bodies. Rut each kind of science 
presents different phenomena and complexities, and difficulties 
of inve.stigation peculiarly its own.” Therefore social science 
must have methods of investigation and technique which will 
develop knowledge of the factors contained in its phenomena. 

The soundness of conclusions reached will depend on the 
accuracy and completeness of the data used in consideration. 
As “ knowledge will grow by accretion as it grows in the natural 
sciences, ratlier than by the excogitation of new ideas,” the 
necessary data must be developed “ by means of those patient 
and methodical inquiries which we call research.” 

John Candliui Conn 



THE RECENT BANKING CRISTS AND INDUSTRIAL 
CONDITIONS IN JAPAN 

The banking crisis wliieh took place in Japan in the spring of 
1927 was partly the aftermath of the great .slump of 1920-1. 
Rearljustment was proceed ing slowly when the earthquake of 
1923 put all back. In consequence of the slump and the earth- 
quake following, banks were left with a number of bad debts on 
their books which sooner or later had to be dealt with. More- 
over, a.ssets appraised at the inflated values of the war boom had 
not been adequately written down in many eases, and these, too, 
had to be dealt with. 

After the earthquake of 1923 an Imperial Ordinance ruled that 
drafts })ayable in the earthquake area which had been discounted 
by banks prior to September I, 1923 (the day of the earthquake) 
should bo rediscounted by the Bank of Japan and consequent 
losses to the bank should be made good by the Government to the 
amount of 100 million yen. Earthquake bills rediscounted by the 
Bank of Japan up to March 31, 1924, amounted to Y430,000,000 
approximately. Many of these bills were redeemed, but in the 
spring of 1927 there was still about 207,000,000 yen outstanding. 
The Government drew up and introduced into the Diet a measure 
for dealing with these outstanding bills, whose maturity had 
already been twice extended. The measure consisted of two 
Bills. According to the first Bill the Government was to issue 
5 per cent, public bonds to the extent of 100,000,000 yen, and give 
these to the Bank of Japan, by way of indemnifying the bank for 
losses incurred in rediscounting earthquake bills. 

The second part of this measure, called the Law for the Disposal 
of Earthquake Bills, dealt with the balance outstanding. Accord- 
ing to this law the Government was to issue 5 per cent, public bonds 
for 207,000,000 yen (including those to be given to the Bank of 
Japan) and lend them to the other banks holding earthquake 
bills for a period of less than ten years. One of the conditions 
attached was that these other banks should get a written agree- 
ment from the drawees of these bills that they should be redeemed 
within ten years. 

These two bills rou.sed considerable criticism and suspicion, as 
it was believed their elTect would be to benefit certain interests. 
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It was known that the Bank of Taiwan alone held about 90,000,000 
yen of these bills, the drawees being the well-known firm, Suzuki. 

Though both bills passed the Diet, financial uneasiness was not 
relieved. Runs on several banks were made. Large private 
banks approached the Bank of Taiwan for the refund of call loans. 
The Bank of Japan offered all accommodation possiblCj but 
eventually decided not to make further advances to the Bank of 
Taiwan without guarantees of indemnification from the Govern- 
ment. As the Diet was not sitting, the Government approached 
the Privy Council for an Imperial Ordinance whereby the Bank of 
Japan should be indemnified for losses on advances to the Bank 
of Taiwan to the extent of 200,000,000 yen. The request was 
refused, whereupon the CVibinet resigned, and on the following 
day, April 18, the offices of the Bank of Taiwan (except the Head 
Office and Taiwan branelies) closed their doors. This aggravated 
the financial situation; several banks had already suspended, 
and runs on several first-class banks of sound standing took place. 
The new Government proclaimed a tliree weeks’ moratorium from 
April 22, during which a special session of the Diet was called. 
Two measures were introduced, one to indemnify the Bank of 
Ja{)an for losses on advances to the Bank of Taiwan to the extent 
of 200,000,000 yen, and the other to indemnify the Bank of Japan 
for losses on advances to other banks to the extent of 500,000,000 
yen. These two bills were quickly passed, and on the expiration 
of the moratorium on May 13 financial calm had been restored. 

The serious problem left for the new Government to solve was 
the readjustment of the finances of some twenty-eight banks 
(with aggregate deposits of approximately 860,000,000 yen) 
which closed their doors during the period of the crisis. For the 
smaller banks the solution i.s in the writing off of deposits by 40 
or 50 per cent, and tlieir absorption in a now bank. This new bank 
is the Showa Bank, named after the era of the reigning Emperor, 
the capital of which is 10,000,000 yen, mainly contributed by the 
first-class banks of Tokyo. This will probably solve the problem 
of the smaller banks. But it left the problem of the Fifteenth 
Bank, one of the largest and oldest Tokyo banks, with deposits of 
350,000,000 yen, unsolved. It is known as the Peers’ Bank, and 
members of the peerage hold a large amount of its shares and 
deposits, including a large proportion of unpaid shares. It was 
at one time the Treasury of the Imperial Household, which, at the 
time of its suspension, still held large deposits in it. It had made 
large advances to shipping and shipbuilding concerns on valua- 
tions made at the top of the shipping boom. The readjustment 
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of the bank was rendered difficult by the fact that half its capital 
(subscribed capital 100,000,000 yen) was unpaid, and the calling 
up of this amount will involve great distress, if not ruin, to a 
number of peer shareholders. The continued suspension of this 
bank had a depressing effect on financial conditions in general. 
Under its readjustment scheme it will receive a credit of 
80 million yen from the Bank of Japan, capital will be cut to 
one-fifth, and unpaid capital called in. 

The panic caused a great diversion of funds from the smaller 
to the larger banks. It was very difficult at first for these largo 
banks to find outlet for these suddenly accumulated funds, 
especially under the present depressed industrial conditions. A 
great amount was invested in bonds, and especially in the purchase 
of domestic bonds issued abroad, and in foreign bonds. It is 
estimated that between 20 and 40 million yen left the country in 
the four months following the panic. In August the Clovernment 
loaned 120,000,000 yen to prefectures for the purpose of diverting 
funds from the cities to the rural districts. In September the 
Ministry of Finance decided to advance 50,000,000 yen at low 
interest to sericulturists to stabilise the cocoon and raw silk market. 

Prior to the panic the yen had reached 2-9. 0^\d. T.T., the 
highest point for many years. In the early spring of 1927 there 
were persistent rumours that the gold embargo would be lifted, 
and these were partly responsible for the level of the yen at this 
time. After the panic the yen fell to 1.9. lOjr/. T.T., and in spite 
of an excess of exports, unusual at this time of the year, it has 
remained at tliis low level. The export of funds referred to above 
is partly responsible for this. But it should be remembered that 
the yen is to some extent influenced by the Chinese silver market. 
The Indian Currency Bill, involving the demonetisation of silver, 
had caused in China a sale of silver for yen and thus given some 
strength to the yen. But the subsequent re-purehase of silver 
for yen has been a factor in the recent weakening of the yen. 

Various banking reforms are in progress. The Government 
is encouraging amalgamation. At the beginning of 1927 the 
banks in Japan numbered 1500, and this number was reduced by 
eighty -four during the first nine months of 1927. By the new 
banking law an additional number of banking inspectors were 
appointed. A factor contributing to the seriousness of the late 
crisis was the payment, on demand, of fixed time deposits. After 
tlje crisis the Tokyo bankers came to an agreement that, in future, 
fixed time deposits should not be paid before maturity. 

On the whole the crisis may be explained as a writing off of bad 
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debts and a writing down of values, work which should have been 
completed five years ago, but which was further delayed by the 
great earthquake of 1923. This being done, there is no doubt 
that the situation will be healthier, for neither the industrial 
situation nor the condition of national finances give cause for 
great pessimism. Domestic trade of Japan is far greater in 
volume than the foreign trade, and the following are figures of 
freight traffic on railways for the first eight months of 1925-6-7 : 

(OOO’s of tons.) 

1925. 1926. 1927. 

5136 5488 5391 

As regards foreign trade, the amount has been approximately 
stationary, but for the first nine months of li)27 there has been an 
export surplus instead of the usual import suri)liis. 

1926. 1927. 

Imports . 1,910,665,704 1.402,234,201 

Exports . 1,507,475,757 1,702,205,955 

Production of staple commodities shows very favourable 
progress if compared with tiie average output for the years 
1921-5. 

Index of Production} 



Cotton 

Yarn. 

Cotton 

Tissues. 

Haw 

Silk. 

Coal . 

Copper. 

Paper. 

1921-25 

100 

100 

100 

100 

100 

100 

1927 : 

January 

121 

132 

72 

117 

102 

150 

February . 

124 

132 

73 

lol 

87 

151 

Marcli 

126 

139 

141 

128 

111 

153 

April . 

! 1.32 

146 

140 

114 

in 

161 

May , , 1 

! 117 

141 1 

147 

117 1 

112 

163 

Juno . 

117 

i:n 1 

182 

119 i 

105 

164 

July . 

no 

129 i 

213 

! 1 

98 

163 

August 

no 

1 126 ! 

210 

105 

101 

171 

8t?ptonibcr . 

113 

133 

184 

1 113 

108 

166 

October 

no 

1 135 

180 

1 122 

113 

169 


Political troubles in China and decliiu? of silk demand from 
the United States liave been two factors for concern in tlie indus- 
trial situation. As regards China, exports during the first eleven 
months of 1927 show considerable decline : 

Exports to Chinn. 

(Fii'ist elcvin inoutha of yt'ar.) 

1927. 1926. 

Von . . . 488.868.000 542,5)86,000 


Index Number prepan^d by Mit.'^ubishi (io.shi Kai!^hu. 
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One of the encouraging factors of the silk industry has been 
the increased demand from Europe : — 


Silk Exports to Europe. 



1925. 

1926. 

1927. 

England (YlOOO) . 

319 

912 

1,263 

France (YlOOO) 

1.532 

7,799 

17,451 

Italy (YlOOO) 

— 

— 

42 


As regards national linance, expenditure during the last five 
years has increased a little : — 

National Expenditure (YlOOO). 

1921- 22 1,489,855 

1922- 23 1,429,689 

1923- 24 1,521,050 

1924- 25 1,625,024 

1925- 26 1,580,462 

1926- 27 1,630,382 

1927- 28 ..... 1,717,000 (approximate estimates 


National Debt Outstanding (YlOOO). 

Etui of March, 1921 3,234,044 

1923 3,808,661 

1925 4,320,733 

August 31, 1927 5,193,731 


Of this National Debt the external debt amounted to approxi- 
mately 1,500,000,000 yen on March 31, 1920. Against this 
external debt Japan has made the following loans and export of 
capital to foreign countries ; amounting in all to 1 ,400,000,000 yen. 

Export of Capital to Foreign Countries from Japan.^ 

(Yen 1000.) 


European and Am(iri(;an loan bonds owned .... 70,000 

Loans to (3una ......... 260,000 

Loans to Russia ......... 290,000 

Invested in cotton-spinning and other indu-strios in China . . 400,000 

Invested in Soutli Manchuria Railway Co., and other industries in 
^Manchuria .......... 300,000 

Tnvtisted in rubber and other industrioa in the South Sea.s . . 40,000 

Others 50,000 


The interest on Chinese loans is in arrears, and that on Russian 
loans a bad debt, so that the total proceeds from these investments 
is greatly reduced. In the year 1923 the total interest was not 
more than 95,000,000 yen. 

Trevor Johnes 


^ Estimates quoted from the Japan Year Book, 1927, p. 453. 
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An Economist's Protest. By Edwin Cannan. (London: P. S. 

King & Son. 1027, Pp. xv + 438. 8vo. IGv. net.) 

This book might briefly be described as a full-lengtli presenta- 
tion of the intimate feeling and overt utterance during a crucial 
period of one justly in the front rank, sadly thinned of late, of 
outstanding economists. As such it calls for attention corre- 
sponding to so ample a display of the characteristics of the author. 
They may be thus outlined. Independent and stimulating, if 
sometimes stiff and often provocative, thought; wide, precise, 
recondite knowledge ; positive stout belief ; quick and keen and 
definite judgment; tense, accurate and lucid exposition; 
trenchant logical dialectic; and the free, neat use of tolling, 
though it be also caustic, illustration. These sliining qualities, 
it could be hinted, have their defects, to which we shall draw 
notice afterwards ; but we would preface more detail(‘d comment 
with an initial summary. In the form taken by Dr. Cannan’s 
“ selection from a considerably larger numlxT of letters and 
articles, published and unpublished,” written from 1914 to 1920, 
‘‘ left almost exactly in chronological order ” instead of being 
rc-arranged “ under subject-headings,” and reproduced verbatim, 
save for the correction of a “ few obvious slips of the pen and 
misprints ” and “ faults of expre.ssion,” and for the erasure in some 
cases of the “ names of correspondents ” and of ” otliers,” so 
that, “ litera scripta manet,” we got a speaking picture of the 
living man. It can appropriately be put beside the companion 
tribute ^ of a few months back, honouring alike to the Emeritus 
Professor and to an able group of admiring pupils. May we use 
the privilege of long friendship to suggest at once that his bark 
is worse than his bite ” ? While he is capable, as he conci'di's 
in a piece printed here, of a “ good scolding ” of a book as if it 
were an “ essay submitted ” by a pupil, his sterling native kind- 
ness is not only set beyond impeachment by the collected testi- 
mony of pious affection which w'c have mentioned, but is betrayed 
characteristically in an addendum on these very pages. For he 
ends his letter with the words : “ You must excuse my freedom,” 
for “ it isn’t every day that I have a book dedicated to me.’ “ 

^ hotidon Kssayji in Economics in Honour of Edirin Cannon. 

“ He was linked in the dedication with Mr. J. E. Cohen and Mr. J. A. Hohson. 

No. 149. — VOL. XXXVITI. 
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The incident may be quoted, as this item serves to illustrate a 
drawback of tlie general selieme of compilation. The treatment, 
importa?it intrinsically (and it is freshly and deftly handled), 
of the reasons " why the institution of ])roperty is maintained ” 
cannot be grasped very readily without having before us Dr. 
Scott Nearing's book, to which his critic; reders b}^ cited page; 
and the; ])aper itself seems admissible by a generejus compre- 
hensiveness alon(‘. We can easily iinagiiu;, had he so })refcrred, 
how Dr. Coalman would have done better concentrating on the 
topic which, as it is, bulks most largely. Following a straiter 
l)ath he could, no doubt, have given even more instructive and 
convincing a disclosure of the subtle, spreading poison of currcncy- 
inongering. That happened, it should bo noti'd, as he aptly 
comments, in more deadly and p?‘onounced degree after the 
Armistice than during the war itself, at a time, that is, when 
a])ology for blindness to the r(;])eat(Ml lessons of past history, if 
ever an excuse was ade(|uate, had beconu; lamer, through relief 
from stunning and bewildering stress. The ugly reality, stripped 
of all disguise, is now demonstrated that, like other countries, 
we, to a less oxt(‘nt, met expenditure, indirectly it might ap[)ear, 
and, it could be plausibly professed (though Dr. Caiman deals scant 
allowance to the plea), without deliberate conscious intention, 
in (‘iTect through a forced loan, raised at the immediate cost of 
many and to lli(‘ eventual prejudice of all, even the Government 
itself, by the i.ssiu' of paper tliat was actually inconvertihlo. The 
Ih’ofessor’s triumpli in this controversy, to which wo shall make 
further reference, is the greater, as, removing layers of cainoudage, 
he forced into the open skulking maiKTUvres both of emission 
and of withdrawal of the Treasury notes, and also because tlu‘ 
(‘iivcloping mists he was I’csolutcdy dissipating had so fogged the 
atmosphere that ^fr. Lloyd George, Prime Minister, typically 
i/h'^'ai\<i,b'sablr, according to the witty la)>el affixed by grim French 
irony, in amateur insouciance was wont to talk of the status and 
the value of the sovereign ’’ when ho should jn’operly have 
distinguished the worth and position of the “ jiaper pound,” and 
" monetary experts,” and, among them, co-professors of ceonomics 
in a topsy-turvy fashion, as Dr. Caiman stigmatises, reasoned 
that the additions to the paper curreney were the required conse- 
quence ratlu'r tlian the starting cause of the rise of prices. On this 
Iiredominant subject the method adopted here entails repetition, 
though the persuasiveness of the argument may be increased 
thereby and the demonstration to which we have specially 
r(*i'(‘j red gains clarity and completeness. 
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Dr. Caiman himself denotes two lines of “ protest ” as con- 
verging to desiderated unity. “ The one,” ho says, is directed 
against “ what may be called economic nationalism or nationalist 
economics ” and on the other he rebuts ” expedients which ought 
to be rejected wliether the economic ideal ainu'd at is nationalist 
or cosmopolitan”; and he declares that these two are. “so 
intertwined that it is undesirable to try to keep tliom apart.” 
“ Even,” he adds, “ the clioice and management of a national 
currency is inextricably mixed up with international rclatiofis.” 
Those who are, like the writer, substantially in accord with liiin 
on the cliiof points of dilfereiice in the monetary debate, may 
yet deem more vulnerable his position as a “ mundam^ ” rather 
than a national ” economist. Tt seems that this rutldess 
emphasisor of hard awkward fact is led into what is suspi(;iously 
alcin to fanciful Utopia, or is com[)lac(*nt self-dc'liision, when, for 
instance, he sangiiinely forecasts world-economic conceptions 
and cosmopolitan harmony as compelling substitutes for narrower 
militarism, regarded apparently by him as the sole instigator 
of nationalist, or imperialist, liscal arrangements tainted by the 
heresies ho reprobates and the entire cause of the discords he 
connects therewith. All cannot keep company with his assurance 
over this uncertain ground. To his blame, however, of ‘‘ expoili- 
eiits ” other than inconvertible paper winch “ ought to be rejected ” 
by nationalists jind cosmopolitans alike, but which were never- 
theless tried vainly or unhappily between I!) 14 and 11)20, most 
will assent. WV may acknowledge the need and force of his 
scornful chastisement of the facile, popular charge of “ prolilecM - 
ing ” ; and appreciate his opportune explanations of the whole- 
some inlluence of rises of special as contrasted with general prices. 
Jt is a fit use of an epithet, rather favoured by him, whudi often 
carries no more weight than that lent by the approval of the user, 
to pronounce him ” sound ” in his early reminder that it was idle, 
hazardous folly to think or say that the working classes could be 
spared from feeling, later if not sooner, the burden laid i\y tlu‘. 
destructive spending of the war, and, similarly, then and after- 
wards, that it was perversely futile to preach, advertise, or mak('- 
an onset on the voluntary expenditure of the rich, much smaller 
in the aggregate, in lieu of dealing drastically with the larger total 
of the less variable consumption of the poorer masses, if supi)lies 
perforce curtailed were to go round. It was a [)ei'tiiicnt and 
informing comparison which he drew between the action of the 
Government in the two matters of sugar-selling and of railway 
fares, trying to ease onus in the former while purposely adding 
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pressure in the latter. And yet, he grimly and pithily observed, 
the second found prompt acquiescence while the first bred dis- 
appointed discontent and resenting friction. On these as on 
other vexations of war time his fine and rare acumen, and his 
large fund of sage common-sense, were turned with sure celerity ; 
and, as we read, or re-read, not a few of these many letters, 
articles and reviews, wo are impressed by the insight and the 
foresight shown. It would have been a loss if they had not been 
preserved in sojiie shape, and they contribute indispensable 
traits to accurate full portraiture of the living man. And yet 
we remain obsessed by inconsiderate liankcring for a different 
meal. Perhaps, when an occasion we sliall mention at the end of 
this review arises, Dr. Caiman will still meet our craving for a 
feast less spread but not less nourishing. In the present mtnu 
readers of the Economic Journal can renew acquaintance with 
not a little that ajipeared originally on these pages. They will 
welcome the refreshment, but it may interest them to learn that 
for 1918 four of the five pieces have that source, and that between 
a fourth and a third of the whole number of papers and about 
two-fifths of the total contents of the book were thus first put 
into print. 

Phldisliers, alas ! (and even dignified University Presses) have 
tlie habit of preliminary “ puffs of their forthcoming wares. In 
the case of this book, wo are informed that a certain “ unity ” is 
given to the “ selection ” by the “ liuman interest ” of “ watching 
a single man struggling against the current of the popular beliefs 
of tlie moment.” The author liimself, in his humorous and 
candid preface, qiiizzingly retorts to the ' impertinent ” inquiry 
into his .service during the war with the title of the book ; and as 
we turn its pages we are reminded of the parallel of ” Athanasius 
contra mundum.” The attitude of prote.stant is congenial, and 
the host of those with whom he finds himself in conflict is as 
varied as it is numerous. We remember too that while the impartial 
verdict of history has allowed that a chain [)ion of orthodoxy as 
able and as resolute as the Alexandrian Father was needed to turn 
the tide of the Arian heresy, well-nigh successful, the damnatory 
clauses of the creed bearing his name have repelled, if they hav(‘ 
not enraged, many believers since. And no ask whether Dr. 
Caiman, vindicated for his strenuous resistance to the mirage of 
currency miracle, is not too prone to doom to “everlasting per- 
dition ” every dissenter who will not keep “ whole and undefiled ” 
the faith delivered in each clause of his credo. The announced 
design of the book lends itself to this consequence, but the search 
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for who or what comes scatheless from the strict ordeal is not soon 
rewarded. The shopkeepers who palmed their stale or spoiling 
wares on unpatriotic hoarders are, as we understand, an exception. 
Wo should have expected ridicule of protectionists, whether 
professors sitting on an agricultural “ tribunal ” or men of business 
planning “ safe-guarding,” and the like. UnolUcial investigators 
such as Mr. Lloyd George’s Land Inquiry Committee are as 
drastically castigated as Departmental Committees on Prices, and 
Commissioners instructed by Government to inquin^ into the 
causes of industrial unrest. Tha faux pas of State " intiu ference ” 
itself during the war and after is visited with blame which may 
not have been undeserved; and pace Dr. Dalton, should he hug 
the solace of some collectivists that the transgressing authorities 
were tarred with the brush of a ca])italist regime, the unfounded 
assertions of vSocialist newspapers are not exempted from his 
master’s rebuke. Professors of economics, both old and new, are 
admonished. We must be sensible of delicacy in the situation 
when Dr. Cannan was, as we suppose, expected to bless Adam 
Smith, for, while there were “ three great things which he did 
accomplish,” “ very little of his scheme of economics has betm 
left standing.” Marshall and Professor J. T3. (dark, for all their 
repute, arc sentenced as guilty, the first of an ” awkward ” state- 
ment,' and the second of “ absurdity.” Being no respecter of 
persons, his speech to his adversaries on money is, of course, not 
minced, but Dr. Cannan also dilutes his praise of writers he 
commends, such as Professor Cassel, with chastening reminder; 
and he thinks that Nicholson, honourably mentioned, as is fit, for 
his prompt detection of the currency danger, went astray, or misled, 
in his use of the term inflation. 

This general censure is neither pointless nor gratuitous, and 
Dr. Cannan is an acute and candid critic. But wc should still 
lodge the demurrer that, while the alllirmation of his own views 
is obviously immune from any qualm of misgiving, the damning 
charges brought against opponents, great and small, be the 
differences slight or more considerable, are excessively provoca- 
tive. The writer had the perverse diligence to bring together 
epithets and descriptions contained in the first fifty pages ; and 
their conformity to type is clo.se. ” Perfectly futile,” “ truly 
amazing,” “ quite unsound,” ” preposterous seheme,” ‘‘ hopelessly 
rotten ideal,” “ a fool’s paradise,” “ a mare’s nest,” ” mad as a 
hatter,” “ meddlesome busy bodies,” “ gross misuse of language,” 
“ topsy-turvy view,” ” contradiction in terms,” ” general cackle, 

” a queer world ” — such may serve as samples ; and after that we 
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are prepared, and not very shocked, to learn that “ nothing else ” 
but bad economies “ is to be expected from committees of middle- 
aged men in view of the recent state of education in elementary 
economics,” while we agree that a ” smattering of economic 
theory ” is in sober, if sad, truth a “ very dangerous thing.” Yet 
the cuiiclusioii is that Dr. Cannan does not “ sufTcr fools gladly,” 
or would at any rate answer them according to their folly.” 
And also that tolerant or conciliatory approach is alien to his 
combative temjXT and a negligible factor in his controversial 
tactics. It is, if we may say so, ‘‘pretty Fanny’s way,” and we 
liave already applied the proverb that his “ bark is wwse than his 
bite.” If lie is a born he is also a straight fighter; and, though 
they seem unamiablc, we must indulge his foibles, if en revanche wo 
would enjoy the total as well as the marginal utility of his virtues. 

1’heir high measure was conspicuous in the monetary crisis to 
which we would again refer as we end this review. Flu; story 
from its 0 {)eiiing phases, through its successive chapters to its 
culmination and finish, can, as we construct it, be best told by the 
use of metaphor at the risk of mixture. Dr. Cannan then with 
keen scent smelt the rat. With relenth'ss pertinacity he pui’sued 
the pest in all its tuiiis and twists, as it doubled and doublofl 
again, on its tracks, lie penetrated to the inmost, darkest recesses 
of its hiding-iilaces. lie was not led away by any red herring 
drawn across his ])ath. He felt and declared throughout the need 
of killing and not scotching. He dragged the verminous nuisance 
forth into the broad full light of day, and the fighting had been so 
hot, the capture was so sure and the destruction so complet(‘, 
that in the end he won complimentary acknowledgment among 
those who had dissuaded or delayed, or held aloof, or had tried to 
hinder or divert. As we now look back to an ej)isode beyond 
recall we must regret that one potent cause at least of our sub- 
sequent troubles was not avoided. Wlum we note the inevitable 
lag and irritations of wage-adjustment, and attempt to gauge on 
the one hand the onus, or vanity, of making workmen, or the 
public at large, grasp the relations of money to prices, and try, on 
the other, to compass the soaring flights of the gossamer bubbles 
blown by currency cranks and enalit conjurers, w'e must be very 
sorry that we did not resort either to taxation, formidable as 
was actually its weight, or to borrowing that meant real curtail- 
ment of spending, not of other saving alone, by the lenders, to find 
the revenue needed to sujiply the portion of the State’s funds 
which was got with tem})orary convenience by this deceptive' 
means. Hr. Cannan saw the position almost from the outset. 
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At an early stage at least he descried and denounced wliat was 
apprehended or appreciated by some long afterwards, and by 
others was not noticed, or was ignored, or dismissed as of com- 
paratively trifling consequence, at the first and until the bitter end. 
Among readers of this ])ook there may be those who thiifl^ that on 
occasions he overstrains the influence of this single factor though 
lie guards his estimate in other passages. But this was still 
utupiestionably one great service which h(‘. rendered. 

A second was his unmasking of the mechanism of the Currency 
Note Account and his plain exhibition, madi^ clearer and more 
persuasive by reiterated detailed statement, of its relations to the 
conduct of the Government, and the behaviour of th(i Ihink of 
England, and the dealings of the big joint-stock banks. With 
assiduous ])ains he untied the tangled knot, and displayed the 
process by which what had started prof(‘ssedly as a temporary 
way of escape from a sudden enu'rgency in the form of a loan 
advanced on which interest was to be charginl and a gold backing 
allotted, grew into a continuing mode of obtaining means by 
annulling the cost of media of exchange made legal tender. If 
a personal allusion may be allowed, I vividly and gratefully 
rccolh'ct the bright light shed one day on per|)lexities about the 
vnxhis operand! of the issue of the d’rcasury jiotes in a letter 
received from Dr. Gannan. He handled infer alia with dedt astute- 
ness and convincing for(*e a special crux which prescuits itsc'lf 
more than once in this book. For he distinguished th(5 dis- 
turbance diK^ to the seasonal llmduations in the call for cash and 
pointed to the appro])riate way of meeting that legitimate require- 
ment as it periodically recurred. Eliminating such confusion he 
made the main point clearer, as in the lettca s, articles and reviews 
gathered hero he has set out with luminous detail that compels 
acce])tance the manner, and its achievement, of withdrawal as wadi 
as of the emission of the paper. That letter wo pasted for pri'ser- 
vation and reference into our copy of his pupil Dr. Gregory’s 
The Ixetnrn to (iold ; and the incident suggests transition from the 
second to the third and last of Dr, Gannau's services whicli we w ish 
to emphasise. 

He was surely right in maintaining that, whatever others and 
he himself may think about the defects of lh(^ standard in 
normal times, a return to that was dictated by the al)normal 
circaimstances of these years. He has been rcproaclied for 
stubborn sticking to “ ancient ways ” and for disregard of trans- 
formation lately wrought in currency and ])anking theory. Some 
distinctions are, we think, required in this indictment. Such 
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recent experience in monetary practice as has been feasible through 
expedients of the genus of which the gold -exchange standard has 
furnished prominent species merits, of course, careful study and 
should be allowed its weight in elaborating theory. But Dr. 
Caiman is not negligent or erring, but better advised, when ho 
represents as likely to mislead reversals now in vogue of the 
former readings of the relations of deposits and advances. The 
nudaphor of elastic which can be stretched within though not 
beyond limits is appropriate to the expansivenoss of banking 
credit. In actual fact he is at pains to show what he considers to 
be notable later improvements on older monetary theory, and we 
have understood — and there is confirmation on these pages — that 
he was in monetary practice sympathetic to Professor Irving 
Fisher’s criticisms and proposal. That remedy for anachronistic 
instability of the measure of value has recently been scrutinised 
in the monthly circular of the Midland Bank ; and the article, or 
scries of articles, commands attention in view of their probable 
authorship. Yet, as we interpret Professor Fisher’s plan, one 
great recommendation is, that it is designed to be “ automatic.” 
It is expressly provided that action under it should be disinterested. 
Despite of the cool, acute, informed inspection to which we have 
just referred, it keeps, wc estimate, a superiority in that respect 
over the suggested closer earlier control up and down of credit 
facilities which has become so fashionable with influential groups 
of astute acknowledged experts. Independence of “ manipula- 
tion ” attached too to the gold standard, and it could claim in 
the past the attribute of being ** automatic,” if the epithet has not 
saved it from the vicissitudes of mining of the precious metals and 
changes in metallurgy. At the present moment gold bids fair to 
resume its jdace as the instrument, most universally favoured, of 
settling the final balances at least of international exchange ; and 
it promises also to la? relieved of the strain put on its supply by 
the demand for use for domestic media at any rate of the most 
civilised and wealthy countries. Whether a rise or a fall in its 
value is a probability of the near or distant future is a tough 
riddle which Dr. Caiman, throwing out a hint or two, does not 
boast of solving ; and he allows that, together with the swoll(?n 
issues of paper money, depreciation of gold was productive of a 
rise in general i)ric(?s during the war and after. From these various 
considerations we may draw, finally, the conclusion that recent 
“ tampering ” with currency, boldly avowed elsewhere, or here 
shamefacedly denied but unconsciously indulged, was so disastrous 
that, mistrusting “management” of that sort, and generally 
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perhaps as offering opportunity for error of omission or for 
trespass of commission, wo should welcome the restitution of an 
“ automatic system, tied to something tangible and concrete, 
that commanded value everywhere, in place of paper legal tender, 
intrinsically worthless and negligently or recklessly midtiplied. 
For that happening, of which the balance was pro and not-co/i, 
we were indebted largely to Dr. Cannan. An appendix to the 
narrative obviously remains, to be added by the assimilation to, 
or merging in, the regular bank-note issue of the Treasury notes. 
Dr. Cannan perchance may then give us the further book for which 
we have asked, and some modifications may yet bo accepted in the 
provisions of the Act of 1844. As it is, the present embodiment of 
the Ricardian proposal that paper convertible for international 
exchange should bo inconvertible for domestic currency has 
become a landmark of our monetary history indicating attractive 
avenues to further exploration. 

L. L. Price 

The Dawes Plan and the New Economics. By Georoe P. Auld. 

(Don bled ay, Page & Co. $2.50.) 

The impression which emerges from a reading of Mr. Auld’s 
book is that he has been impelled to write it by a crusading 
spirit ; he has buckled on his armour to tilt at those perverters of 
the public mind, the politica I economists. Mr. Keynes is obviously 
Antichrist himself, but a lance mu.st also be broken with lesser 
sinners of whose repentance there is not the same reason to 
despair, such as Mr. Moulton, Sir Jo.siah Stamp and Dr. Schacht. 
With such redoubtable opponents it is not surprising if Mr. Auld 
unseats himself ; the curious thing is Mr. AuhPs unconsciousness 
that he and Rosinante have j)artcd company. It w^ould appear 
tliat political economy has “ gone off on an orgy of speculative 
thinking and political pamphleteering,” and that the science of 
economics has “ suddenly been emancipated from the prosy 
business of dealing with facts.” Mr. Auld is ready to admit that 
“ at its best, in its fact-finding role,” the new^ school of economics 
“ performs an indispensable service.” The conclusion to be 
drawn is that economists are to marshal facts and leave them to 
be interpreted by Mr. Auld and other practical men untainted 
by speculative thinking. The theory that facts in themselves 
are all-important is at least as dangerous as the practice of 
ignoring them. The selection of. facts is a difficult intellectual 
process, and the interpretation of them even more difficult and 
niorc important. We suspect that Mr. Auld would rather be 
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told that his heart was soft than that liis head was hard. But 
softness of heart, unaccompanied by a judicial mind, is liable to 
lead, and has in this case led, to errors both in the selection and 
interpretation of facts whieli naturally weaken, or even nullify, 
the eifect which it was intended to produce. 

Mr. Auld’s book falls naturally into three parts. The first is 
devoted to a summary sketch of Reparation history in the ju’c- 
experts (‘ra, in which French ])olicy, even as manifested in the 
invasion of tlie Ruhr, is almost whole-heartedly defended and 
British ])()licy condemned. Rnforlunately for this view, the 
condemnation of Jh'itish policy rests mainly on the quite unwar- 
ranted assuin})tioii that it was laij^c^ly dictated by the bolief that 
re])aration could not bo ])aid, and that it would be detrimental to 
British interests if it were paid. In fact, if we are to deal with 
facts, the policy consistently followed I)}" the British Government 
was to extract the largest possible amount which Germany could 
be called iqion to bear, and tlie f(‘ar of certain special interests, 
opposed to the general interest of the community of taxpayers, 
that Germany’s export trade, stimulated by re2>aration payments, 
would be an intoleiable competitor never didlected them from 
that policy, d’ho British Government certainly held that “ the 
reparation debt,” i.e. 132 milliard gold marks, was unpayable — • 
an opinion in which tiny were su])])()rted by that eminently 
])ractical authority, Mr. J. P. ^Torgan — and that insistence upon 
it, by ])reventing the n\storation of Germany’s credit, would 
cfTectively depress reparation receipts below the maximum 
j)ossible. 8o far nothing which has occurred sugg(‘sts that they 
were wrong. It would escape the uninformed reader of Mr. 
Auld’s book that the Fxpc'rts’ Plan produces less than would 
have been produced by tlie sucees.sful application of tlie rejected 
Bonar Law plan of January 1923. Still more would it esca])e 
him that the constructive plan (‘inbodied in the concluding 
chapters of T//e Economic Consequences of the Pence was far more 
favourable to France than any proposals .subsequently adopted 
or seriously discussed. 

Incidentally, Mr. Auld has discovered a new reason for the 
occupation of the Ruhr ; it was to convince England that it was 
to her intiTCst to sup])ort France in an effective, peaceable pro- 
gramme of collecting ix'parations. Even the persuasion of 
Germany was secondary to that purpose.” The most important 
result of it was to convince the U.S. that it wxis to its interest 
to take a hand in finding a solution, and it left the U.8. as llie 
arbiter in the situation. Any account of reparation, however 
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summary, which does not so much as refer to the effect of the 
official non-representation of the U.S. on the Reparation Com- 
mission is unjudicial. That the British Government was immune 
from errors in its treatment of the Reparation question would 
hardly be contended; for the most part Mr. Aiild concentrates 
his attacks on those features of its policy which were almost 
incontestably sound. 

The second part of the book is a d(‘scription of the Rian, 
with some account of its meaning and its makers. There are 
interesting a])prceiations of General Dawes, Mr. Owt'ii D. Young 
and 8ir Josiah Stamp. As regards the last-named it is remarked 
that “ the views expressed in the rtqmrt on the assumed difficulties 
of transfer and the supposed distinction between the burdens of 
an internal and an external debt, which apparently must be 
attributed to him, this writer considers his least valuable con- 
tribution.” This is much like saying that the first dolin was an 
i‘xcellent member of the orchestra, but he was not a master of 
liis instrumejit and his actual playing was the least valuable part 
of his performance. But a handsome tribute, all the more 
welcome coming from a Transatlantic source, is paid to 8ir 
Josiah’s undoubted influence on the Plan, and all that Mr. Auld 
means is that he triumphed over the handicap under which he 
labours in being a professed and recognised economist. 

Mr. Auld calculates that the capital value of the “ Dawes 
Annuiti(’s,” on certain assumptions rendered necessary by the 
fact that the experts do not suggest, and could not have suggested, 
when the payments should come to an end, amounts to some 
3i milliard dollars less than the nominal value of the old A and 
B reparation bonds of the Schedule of Payments. As the pay- 
ments under the Plan cover various obligations which the Schedule 
of Payments did not serve to liquidate, the dilTerence must 1)0 
])ut at a higher figure. Tn tliis case the question naturally arises, 
but does not occur to ^Ir. Auld, why the British Government are 
to be accused of ])erversity in consistently pressing for the can- 
cellation of the C bonds, of which, on his hy[)otliesis, nothing 
more is ever to be heard. 

The third pai t of the book is given up to refuting two economic 
heresies to which the Ex])erts’ Report gives currency. If you 
intend to deal faithfully with an oconomi^t who preaches a false 
economic doctrine you can only do so by j)reaching a better 
economic doctrine, and at this stage Mr. A\dd must be treat (‘d 
as an economist, albeit Fundamentalist in outlook and symj)athy, 
however little he recognises himself as one. 
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The first heresy is to be found in the statement that the 
internal debt charge of the Allies is “ to a considerable extent in 
the nature of a redistribution of annual wealth among the 
members of each nation and has little relation to the problem of 
a national burden in the collective sense,” and that it is difficult 
to bring the task of paying an internal debt '' into direct relation 
with the problem of reparation.” To Mr. Auld’s mind the 
burden of an internal debt is exactly the same, from the point of 
view of the eommiinity, as the burden of an ext(‘rnal debt, and 
he is prepared to prove it thus. Atlantis has annual savings of 
five million ducats ; in one year we assume that four of the five 
are invested in industry, and the other is lent to the Government. 
Assuming a uniform rate of 4 j^er cent., interest thereon arising 
is distributed in the community to the amount of 200,000 ducats. 
Now assume in the second case that the Government borrows 
nothing, but incurs a liability of one million to Oceanica, on which 
it has an interest charge of 40,000 ducats. The community still 
has its five million ducats of savings, all of which will now go to 
industry, and it will still enjoy interest thereon of 200,000 ducats. 
The amount raised by taxation is still 40,000 ducats, the same as 
was raised on the first assumption to provide interest on the 
money borrowed. Ergo, there is no dilTerence. All that Mr. 
Auld has proved, of course, is that a debt of a million is a debt of 
a million— our old friend the identical proposition. Ho does not 
proceed to ask how the 40,000 ducats are to he conveyed to 
Oceanica in the form of goods and services without withdrawing 
those goods and services from the people of Atlantis. As against 
the peccant theory that an external debt is a dilYercuit burd(‘u 
from an internal debt, Mr. Auld .sets up the theory that “ a tax 
is a tax, whether the ultimate destination is the ])ayment of a 
war debt due to fellow-citizens or to foreigners.” If he had 
followed this theory a little further he would have seen that it 
led him to the conclusion that if Oceanica had the ])ow('r to tax 
Atlantis and with the proceeds of the taxation to command 
equivalent goods and .services for consumption in Oceanica, 
Atlantis would be in exactly the same position as if she taxed 
herself and gave a similar amount of goods and services to her 
own nationals. 

Mr. Auld can, in fact, be convicted out of his own mouth, for 
in an earlier passage he quite justly observes that “ no evasion 
of the burden of an internal debt — neither by depreciation of the 
currency nor by direct repudiation — is possible.” The external 
debt then must be something significantly different, for it can be. 
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and too often has been, repudiated. But overlooking this incon- 
sistency, we are afraid that Mr. Auld would proceed to argue that 
Atlantis will not need to give Oceanica any goods and services, 
but can borrow the interest of 40,000 ducats, probably from 
Oceanica itself, and is therefore once more as well off under the 
second as the first assumption. For the second heresy is con- 
tained in the pronouncement that ‘‘ the funds raised and trans- 
ferred to the Allies on reparation account cannot in the long run 
exceed the sum which the balance of payments makes it possible 
to transfer, without currency and budget instability ensuing.” 
How is this doctrine which “ the logic of events might safely be 
dejiended on to push gradually into the limbo of forgotten fads ” 
to be disposed of ? Either the economic surplus over consump- 
tion represented by the marks collected for the reparation 
creditors will be needed at home as productive capital for industry 
or it will not. “ The position of Germany under the first alterna- 
tive — of needing her surplus at home — is similar to that of the 
U.S. before the war. That is Germany’s position at the present 
moment, and Germany is meeting it in the way that the U.S. 
met it. She produces an economic surplus, all of which is 
needed at home. She owes money abroad ; she settles her current 
interest and sinking-fund charges on that debt by incurring fresh 
debts. She is a natural debtor country.” And that’s that! 
Again, “ the idea that the payment of an external debt involves 
a drain on the general economic strength of a country arises out 
of the fundamental misconception that debtor countries in the 
world system settle their international balances by export of 
capital. The fact, of course, is that capital moves not from but 
to debtor countries . . , and debtor countries settle their inter- 
national balances by export of securities. There is no capital 
drain whatever on a debtor country. It is fed with capital by 
creditor countries.” 

Mr. Auld entirely overlooks the difference b(‘tween a capital 
debt contracted for productive purposes over a period of many 
years and one suddenly impo.sed for political reasons. The one 
debt is “ natural,” and the other is not. lie entirely overlooks 
the difference between the pre-war position of Great Britain 
lending to undeveloped and lialf-develo 2 }ed countries the products 
of which it was willing at any time to aece])t in payment, and 
the post-war situation of the U.S. lending to a highly industrialised 
country the product.s of which compete witJi its own and arc so 
far as possible denied entry into the U.S. — as well as into other 
countries with high tariffs. 
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But Mr. Aiild is not really guilty of the crude error of thinking 
that Geruuiny will go on ad infinitum piling up unproductive 
debts at coin pound interest. “ When Germany’s second alterna- 
tive of not needing her capital at home begins to run, her position 
will be similar to that of America in lOlo and 1910. 8ho will 
produce an economic sur])lus, not all of which will be needed at 
liome. That is, she will have an export surplus. . . . She will 
have beeojne a natural creditor country.” In other words, the 
much-maligned economic exptal was right, and in the long run 
payment can only Ijc made out of an economic surplus, and until 
it is so made it is not made at all, but additional debt is being 
constantly en'ated. Mr. Auld's real quarrel is with the length 
of the run; he is apparently quite preparc'd to see the debts 
being accumulated for fifty years ! As there is a race with 
compound inteiest over the whole length of the run he is not 
likely to find many to agree with him. 

We have insisted on these crude economic theories at some* 
hmgth, for tlierc never was a time wlum it was more vitally 
important that a knowledge of economic facts and a power to 
understand economic doctrine shoidd be widespread and not 
confined to specialists. It is a pity that .Mr. Auld should not 
have devoted his energy to sliowing tlie process by which Germany 
is to be converted in due cour.se from a debtor to a cri'ditor stale, 
and the influence which the Plan, the most im])ortant singh* 
economic factor in Germany’s life, will have on this proce.ss. 

Finally, in an orgy of sublime ineonsisttmey Mr. Auld con- 
cludes with a chapter giving rea.sons why the U.S. should remit 
inter-Allied debts, even if the result is to encourage the Allies to 
let Germany off her reparation pav nients. This chapter contends 
that ‘‘ the market loans made by our investors arc in no .stmse 
comparable to the inter-ally debts. The latter were not incurred 
for productive purpo.scs, and provision for their payment through 
taxation is correspondingly difiicidt.” It is strange to hear such 
an argument from an author who has just been concerned to 
prove that Germany, with her reparation payments, stands in 
the .same relation to the U.S. as the U.S. did before the war to 
Great Britain. 


A. F. 
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Les l^jffets des Tntmjormalions des fjlats sur hurs Deties Publu/ues. 

By Prof. A.-N. Sack. (Paris : Ilecouil Sirey. 1927. 

Pp. G08. 80 fr.) 

World War Debt SeUlenienls, By Harold G. Moulton and Jnoo 

Pasvolsky. Iiislitute of Bconomios Pid)lication. (London : 

Allen & Unwin. 1027. Pp. 448. Ss. (k/.) 

The Scourge of Europe. By Prof. L. W Bir(uc. (London : 

Rontledge & Sons. 1020. Pp. 004. 10.s\ (id.) 

Proffs.sor Sack’s monumental Avork certaiidy defies the 
reviewer. In it the aiitlior ha.s attempted to build up the first 
])art of a complete legal code relating to the dealings of debtor 
States with their creditors, basing his work partly on ])rineiples 
of equity, partly on tlie pronouncements of eminent jinists the 
world over, and partly on actual practice. The text of the book 
itself, in which the principles of the code ani enunciated and 
alternative principles rebutted, forms indeed a very small part 
of the six hundred pages in this volume. Each ])aragraph, 
sometimes eacli sentence, of the main text is followed often by 
as much as several pages of small-type quotation and illustration, 
designed to show the basis upon which the autlior's system rests. 
Tlie book, which displays immense learning, is likely in conse- 
quence to be useful chielly for reference, and even for tiiat purpose 
its appeal will probably be rather to lawyers than to economists. 

The essential contcMition which Professor Sack is concerned to 
establish is that the legal questions relating to puhlk; debts which 
arise in consequence of the transformation of >StaU's by revolution, 
by dismemberment or otherwise, ought not to bo tri'atcd as 
matters of international law. A system of contractual rights 
has arisen as between the debtor States and their individual 
creditors, and the disturbances that result when the debtor 
undergoes some kind of transubstantiation should be treated as 
far as possible in the same way as Avould modifications of any 
other contract. Professor 8ack then proceeds to apply this 
doctrine to the innumerable varieties of the actual world of 
debtor States. He deals, for instance, with the case of Federal 
States, of vassal States, of Colonial possessions of various types ; 
with the principles upon which the distribution of a debt should 
ho made between the various component i)arts of an old State 
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which becomes broken up into several new ones, and with the 
limits of both creditors’ and debtors’ rights in such circumstances. 
The result is a remarkably compreliensive code, which, we are 
promised, is to ))c followed by a second volume dealing with 
financial relations other than those pertaining to debts. 

Behind this code there is, of course, no sanction. A State 
cannot be sued in its own courts for non-payment of its own 
non-commercial debts, though Professor Sack maintains that this 
immunity is not due to the fact that the State exercises its 
sovereign powers in iiunirring a debt, but is simply one instance of 
a general power of overriding private contraets which the State 
may equally well apjdy to contracts to which it is not itself a 
party, as e.g. by the declaration of a general moratorium. The 
sanctions of domestic law being thus not available in support 
of the new code, a doubt arises whether Professor Sack is wise to 
abandon as completely as he does the possibility of applying, in 
appropriate cases, such sanctions as the law of nations can claim 
for its support. But the j^lan of his book does not lead to any 
discussion of sanctions. 

Messrs. Moulton and Pasvolsky have produced a book which 
will be useful to many. True, it contains 140 pages of text 
against nearly three hundred pages of Appendix. But nowhen* 
else can one obtain in so convenient a form as in this Appendix 
the principal official documents relating to the settlement of Inter- 
Allied Debts, and some also of those which have made the history 
of Heparations. 

The book itself gives a survey of the landmarks in the post- 
war Debt and Reparations policy of all the principal, and many 
of the lesser, Powers. The authors have mastered their detail 
sufficiently to present a coherent and intelligible tale (in itself 
no small task), but they do not allow themselves much liberl y 
in their own cornnumts. Their guiding principle is simply that 
payment of an external debt, whatever its origin, is not possible 
except for States which have both a budget surplus and an 
export balance; and in discussing the later phases of both 
Reparations and Debt negotiations they trace the steady trend 
of creditor’s opinion away from a mere insistence upon payment 
of obligations due towards consideration of the debtor’s ca2)acity 
to pay — a movement which has not yet gone far enough in the 
country in which they write to induce the United States explicitly 
to admit that the settlement of Inter- Allied Debts and Repara- 
tions are matters which cannot well be treated separately. 

A special interest attaches to the chapter upon the extent 
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of American cancellations. In this the authors point out that 
the settlements actually concluded may be compared with ( 1 ) the 
rate of interest prevailing at the time that the loans were originally 
contracted, or (2) the rate at the time that the settlements were 
made, or (3) the rate that will prevail in the period during which 
the settlements will o])cratc. By the first standard the United 
States can claim to have remitted half the sums due to her in the 
aggregate ; by the second her generosity is reduced to 43 per cent. ; 
and by the third the debtors, with the aid of some prophetic faculty, 
can make out a good case for the view that their obligations 
have actually been increased. 

Professor Birck also writes of public debts. His book, liow- 
ever, labours under the disadvantage that it is extremely difficult 
to see the wood for the trees. He has brought together a large 
number of casual facts and figures about European debts in the 
last six centuries ; but these are so casual that tlieir significance 
is not always easy to appreciate. It is only evident that he has a 
general (but not undiscriminating) dislike for large public debts, 
and that he has no difficulty in showing that the management of 
these debts is not a particularly honourable chapter in the history 
of European public finance. The theoretical section of the book, 
which occupies its first half, contains on the whole rather more 
interesting matli'r than the second, pundy historical, part. In 
the former the author is bold enough to lay down some definite 
principles of sound finance, which, in his judgment, should decide 
the question wliether any given expenditure should be financed 
from taxation or from loans, or abandoned, and he has sonu'. good 
hits at the fallacy (dear to the business world) that a National Debt 
is a useful addition to the national capital. The adoption of 
his principles woukl, he thinks, not infrequently lead to abandon- 
ment of the projected expenditure. 

The book would bo much improved by an index ; and the 
author would do well to revise his spelling of English names. 

Huskison,” “ Vansittard,” and “Norman Angel” are examples, 
lie seems, moreover, to be a little out of date in his citation of 
certain eminent English economists as advocates of a Capital 
bevy for Debt redemption. 

Barbara Wootton 

University of London. 
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Money. Translated from the German of Karl Hellfericli by 
Louis Infield. Edited with an introduction by T. E. 
Gregory. London : Ernest Bonn, Ltd. 2 vols. P}). 
xiv + 600. £2 125. 6^/.) 

This massive piece of learning has been rendered into English 
by a competent and diligent hand. It consists of a substantial 
historical survey, a comprehensive theoretical treatise and some 
notes on the situation in Germany from 1914 to the spring of 
1923. The theoretical part falls into two main sections. One 
deals with the component parts of a currency, their relations to 
each other and to the standard metal, legislative and administra- 
tive regulations concerning issue and convertibility, the manage- 
ment of foreign exchange, with those kind of problems, in fine, 
which were the subject of Knapp's State Theory of Money, with 
money considered in its platic, genetic and dromic relations.” 
The other section treats of the value of money and conceives of 
the problems, though not always of the solutions, roughly as they 
are understood by English writers. 

Of this section on the value of money (Part 11. Sec. 3) much 
might be said in praise. Indeed wo should bo grateful merely 
for its presence. Its inclusion represents a revolt of Helfferich 
from his teacher, Knapp. In an excellent footnote on pp. 493-4 
he justly scolds Knapp for his failure to grasp even tlie existence 
of a problem connected with the value of money in terms of goods. 
Helfferich shows in this section common sense and clarity, a cau- 
tious modesty and gravity which are all worthy of praise. Readers, 
however, who deem this the most vital part of the subject will 
be disappointed that it only covers 109 out of the 627 pages of 
the whole book. Not only is it short but it is also in a serious 
way defective. Neither here nor anywhere else does Helfferich 
attempt an analysis of credit. It is true that he safeguards 
himself by the promise of a supplementary volume on banking. 
But in the present condition of monetary studies the theory of 
credit cannot be relegated to a secondary place. ILdfferich has 
made his theory of money a theory of currency and has thought 
that it is possible to elaborate a complete and self-contained theory 
of the currency without more than a passing reference to credit. 
Not that he upholds a crude quantity theory. He obviously 
believes that credit plays an important part in determining tin? 
value of money, but he does not make the theory of credit play 
an important part in his book. He has perceived the truth but 
not absorbed it ; he has not made it enter into his system, which, 
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without it, is arid and lifeless. This will probably be the last 
notable treatise on money written in such a form. 

Within his limitations Helffcrich is sound and good. He 
lacks, it is true, the incisive generalisatu)ii of Kiiglish writers on 
the subject ; his treatment is more discursive and the unity of 
thought binding together a variety of considerations is often not 
apparent. The thouglit is present but not articulated. Only 
one other important criticism may be brought against this part 
of the book. On pp. 5G7 ff. Helllerich lacks that conception of 
the real rate of interest which Marshall and Professor Casscl have 
made familiar. He takes the nominal rate of discount at its fac(i 
value, and argues, in the vein of earlier writers, that because 
money is often dear in a time of rising prices, the cause of the 
price change cannot be ‘‘ on the side of money.” Indeed certain 
sentences seem even to suggest a naive confusion between the 
value of money and the price of money in the money-market 
sense. These pages are very unsatisfactory. 

The other section on theory, in which Helllerich covers the 
same ground as Knapp, displays many of his virtues, his good 
sense and nice discrimination. It lacks the fascinating brilliance 
of Knapp, but where the two ditler, HeKTerich’s criticisms are often 
just. For instance, he argues well that “ the differentiation 
between ‘ valuta ’ and ‘ accessory ’ money put forward by Knai)[) 
as the most important of such functional ditforeiices is untenable ” 
(p. 39(1); he condemns Knapp’s resuscitation of the old balance 
of trade theory in a new form to explain the rupee exchange 
fluctuations (p. 426) ; he holds that Knapp overste])s the mark 
when he contends that the fixing of a parity between gold standard 
currencies is the matter of as arbitrary a decision as the fixing 
of a parity between free currencies (p. 437) — a criticism which 
does not invalidate Knapp’s important view that “ exodromic ” 
measures arc necessary in both cases. 

The historical section is a storehou.se of useful information 
and by itself justifies this translation. Parts of it are, however, 
ilefaced by the presence of obsolete debating matter. In 1903 
Helffcrich still wrote and felt as a monometallist and not as an 
impartial historian. The spirit of these chapters is in marked 
contrast to the judicial but by no means vague or indeterminate 
attitude of Marshall, who would liave had as much right as 
Helffcrich to plead, had lie needed an excuse for partisanship, 
that ho had lived through all the old battles. The section on 
“ the causes of silver depreciation ” (pp. 188-OH) sins most in this 
respect. Helfferich wants to prove that the fall of silver was not 
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due to the monetary legislation of the ’seventies. He oddly 
supposes that it will help him to establish this proposition if he 
can show that there were sound and suflicient reasons for the 
legislation. He would have us argue that because the measures 
were desirable on other grounds, therefore they could not have 
had the bad effects commonly ascribed to them. Again, from 
the fact that the French bimetallic arrangements did not prevent 
certain fluctuations in the gold price of silver in Paris it cannot 
bo inferred (as on p. 195) that “ the deviation from the legal ratio 
could just as well have taken place on much larger proportions, 
if any of the relevant factors had developed more strongly to the 
disadvantage of one or other of the metals.” Such a lino of 
reasoning, although common in the controversial writings of the 
IX'riod, is unworthy of a place in the stiff and at times starchy 
pages of this formal treatise. To prove that the legal ratio could 
not have been maintained, Hclfferich should have given a quan- 
titative estimate of the capacity of the Latin Union and the 
United States to absorb silver. No such computation is made. 
He is not entitled to deny offhand that the bimetallic countries 
could have bridged the gap between 1873 and the ’nineties. 
With regard to the practical currency difficulties to which he 
attaches great importance, we now understand that many of them 
could have been overcome by the issue of silver paper. But 
the times were no doubt unripe for such a development. In no 
part of this book does llelfferich shake himself quite free of 
considerations relevant to this controversy, which was evidently 
the mainspring of his interest in monetary theory. Echoes of the 
old war cri(\s recur in the most unexpected places. 

The book as a whole may be regarded as a sustained argument 
for the gold standard. Hclfferich takes it to be the natural and 
])erfect end of a long development. Writing in 1903 he thought 
that to aim at still higher things was visionary and unpractical. 
Writing in lUz-ij he felt that the gold standard itself was almost 
a visionary ideal for Germany. He did not think that a quick 
return to it would be possible, 

Hclfferich has a weak view about German inflation. The 
quantity formula is only a mode of expressing truths which may 
be stated otherwise. Yet this mode seems to fortify the con- 
stitution against error in practical matters. Hclfferich regards 
the German inflation as an inevitable result of the passive trade 
balance and the })ressure on the foreign exchanges. He says, 
“the monetary machine and its working, therefore, aided in the 
development pursued by wages and prices, but only in a secondary 
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and passive manner.” He holds that business would have come 
to a standstill had the State not issued sufficient paper to 
cover whatever prices of import goods corresponded to the latest 
exchange quotations ; budgetary difficulties played a secondary 
part. 

Professor Gregory has embellished these volumes with useful 
appendices relating to the years since 1923. 

R. F. HARRdD 

Christ Churchy Oxford. 

Oewerbepolitik. By Kurt Weedenfeld. (Berlin : Julius 

Springer. 1927. Pp. 213. 9.C0 m.) 

Die wirtschaftliche Konzeniraiion. By T)r. Josef Gruntzel. 

(Vienna: Julius Springer. 1928. Pp. 78. 3.60 

The former is the thirty -ninth volume of tlie Enzyklopadie der 
Rechts- und Staatswissenschaft, edited by Dr. Spiethoff. It is an 
exhaustive study of the forms of industrial organisation, from 
the domestic system upwards, but its main concern is with 
modern developments in the structure of the great industry. 
The author’s conclusions on these results have been referred to 
in recent numbers of this Journal, and this volume is their 
systematic exposition, in which tho types of combination arc led 
up tq by a study of the largo and small undertaking, and related 
at the other end to the problem of Indust ly and the State. Tlui 
“ mixed works,” the “ concerns,” and the Kartells occupy the 
centre of interest . Oft hese, t he two former are combines, whether 
horizontal or vertical, but the mixed works imply a closer control 
from the top of actual industry and its arrangements, while the 
concerns imply rather a general Kapitalpolitik, which only lays 
down general lines of policy, and interferes less in the executive 
sphere. By contrast, of course, tho Kartells are based on con- 
tract. A lengthy and careful examination is made of the advan- 
tages in technique, marketing, and personal initiative, to the 
mixed works. For example, the vertical mixed works, since their 
reputation depends on the quality of final products, are able to 
assure from the base upward a proper standard of materials and 
work; or, again, the secrecy of special machinery leads to own 
production of that machinery rather than to patents. But 
marketing is a stronger influence than technique. Partly this 
influence depends on Anpassung pure and simple, the ordinary 
administrative desire to keep a succession of stages of production 
in the closest touch with each other and with the final market ; 
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partly also on the influence of Kartells, from whose price policy 
the mixed works are able to free themselves. The author has 
scarcely resolved this conflict ; it is a real conflict of two types of 
procedure, and to what does it tend ? The mixed works, having 
their feet, thighs and shoulders in lower Kartells, create for the 
latter the problem of reserved quotas, and the many complica- 
tions which have resulted do not yet show signs of being reduced 
to the equilibrium of an industrial system. In the Concerns, less 
attempt is made than in the mixed works to have an exact adapta- 
tion between quantities produced on each level ; but the distinc- 
tion, as the author agrees, is often not very clear on this ground, 
and is rather to be referred to a distinction between industrial 
finance and industrial control. 

It is unnecessary to deal again with Dr. Wiedenfeld’s account 
of Kartell policy. He has, however, written a review of the whole 
movement from the standpoint of its significance to production, 
costs and prices. He thinks that the Syndicates’ policy may check 
new sources of demand, since they usually exist on tlic lower levels, 
and are too far from the final consumer to feel that lower prices 
in falling markets will be effectual. What, then, is the conclusion, 
f.ince tliis consideration will apply to moderate changes in their 
prices either way ? The possibilities of real adjustment appear to 
be left to the mixed works. As to quality of production, tlie 
autlior thinks that the policy of Syndicates, in requiring buyers 
(at least in some important cases) to take mixed quaUtu‘s against 
an order, prevents the worse qualities from being lost, and is a 
conservation of resources as a whole. As regards costs, we ar(‘ 
left with many unsettled questions. It is not certain that the 
laying up of uneconcmic works reduces costs ; it is a matter of 
calculation. Heserved production by mixed works means that 
Kartell sales arc fewer, and so bear per unit a liigher cost of 
Kartell administration; this detracts considerably from the 
advantages of common selling. On the other hand, given the 
Kartell prices, each member gains by any reduction of his own 
costs. Finally, there is the perpetual problem of the new out- 
sider. 

The charges for idle works fall on ])riccs. Of the operating 
works, it is not certain whether it is those of highest cost whicli 
are considered in price-fixing. If not, they will break off, unless 
average prices are combined with some form of profit-sharing. 
This again makes the stronger members restive. But at whatever 
prices, the aim is stability, not the following of the conjuncture. 
Here Hr. Wicdenhdd (p. 146) makes a comparison between general 
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prices and freights and the rate of interest, in which he departs 
from the view that banks should use that rate as a lever on the 
industrial expansion. He wants, not adjustment, but rather 
stability of prices to l)e imposed at a number of points. Of course, 
any organisation can hold its prices fixed, but what is the analysis 
of this purely descriptive stability ? Finally, there is the question 
of the export prices and bounties. 

In its general social elTects, Dr. Wiedenfeld thinks the whole 
movement favourable to the Trade Unions, wliich can press their 
claims more strongly ; and also to the industrial leader vis-d-vis 
the shareholders. There an; many reactions on economic inde- 
pendence. Though there may be fewer positions of leadership, 
much responsibility may be left to works managers and leaders. 
It is up to the great leaders to value suggestion and criticism 
from below. The best leadership is more necessary under com- 
bination than under competition, because so much more depends 
on mistakes. 

This is an elaborate and complex book, the critical observation 
of a new industrial phase in the country where at present the 
attempt to straighten out shows its most interesting features. . 

Dr. Gruntzel’s shorter book follows the same plan; he 
introduces the higher forms of organisation through a short 
study of the establishment and the enterprise. The main part 
of the book is a simple description of the types of higher 
organisation, and for this purjiose it is a useful handbook. The 
chapters on cost, prices, and ell’ects on hibour make some points 
which Dr. AVicdenfeld has left implied; but they are rather 
a summary of the well-known arguments. He puts the 
resj)onsil)ility for high ju'iees, and for eontinuous dumping, on 
faulty tariff policy, not on the combines; and asserts the 
teiKhuicy to stability of prices under the latter. The most 
original section deals with influeiKH's on labour. He argues that 
the combines imply an organisation which is adjusted to that of 
labour, so as to create the possibility of relationships between 
the two sides on a larger and more durable basis. His handbook 
is one of the clearest and most concise available suminaries of 
the existing situation. 


I). H. Macorkgor 
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Traite general de science konomique. Par Christian Corn^ilissen. 

Tome in, Tlieorie du Capital et du Profit. 2 volumes de 

466 ct 662 pages. (Paris: Marcel Giard, editeur. 1927. 

Prix : 120 francs les 2 volumes.) 

M. Cornelissen’s general position is indicated by the following 
quotations: “What characterises the capitalist from the socio- 
logical point of view is his quality of owner of the materials of 
production. This allows him to impose his will on the producers 
and to consider only his own interests (Vol. I. p. 23). “ Falsi- 

fication and fraud are the inevitable consequences of the present 
industrial system ” (Vol. I. p. 348). “ Capitalism has degenerated 

into a regime of extortion both from workers and consumers ” 
(Vol. II. p. 631). “Modern production is characterised by a 
never-ending struggle between tw'o classes of society, whose 
material interests are opposed ” (Vol. I. p. 461). “ The State is 

the instrument of domination in the service of a class ” (Vol. II. 
p. 118). “ Profit in its actual form is intimately bound up with 

a definite industrial system corresponding to definite social and 
legal institutions ” (Vol. I. p. 454). “ A transformation of society 

is required, which will make production serve the direct satisfaction 
of social demand and not the personal interests of a few business 
men ” (Vol. II. p. 384). 

From this point of view, M. Cornelissen surveys the organisa- 
tion of modern industry and trade. His work is distinguished 
from others of a similar character by the number and the variety 
of its illustrative examples— many of them unfamiliar to the 
English reader. M. Cornelissen is widely read in the economic 
publications of all countries — not merely monographs, but govern- 
ment reports, parliamentary debates and financial periodicals. 
His thousand pages bristle with facts and figures. Unfortunat(‘ly 
it is not always ea.sy to determine their scientific value or their 
exact bearing upon the subject discussed. 

M. Cornelissen has much to say on a great many subjects of 
very diverse character. He draws up a scientific classification of 
capitalist concerns. He refutes the Marxian prediction of the 
small man’s inevitable disappearance. He has chapters on 
Division of Labour, Specialisation, Centralisation and Decentral- 
isation of Production, and an unfavourable discussion (on old- 
fashioned lines) of “ Taylorisation.” We are treated to an 
exhaustive and even exciting account of Trusts and Cartels 
(though no mention is made of the Webb-Pomerene Act or the 
German Cartel Court) ; their early struggles ; their unscrupulous 
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methods ; their successful fight with the State ; their influence 
on industrial organisation ; their “ capitalisation ” ; their con- 
nection with economic crises ; their international development. 
Taking his facts from the Reports of the (American) Industrial 
Commission and the Kontradiktorische Verhandlungen, M. 
Corn61issen prefers to stress the nefarious activities of the past 
rather than contemplate any possible power for good in the 
future. 

A long section, containing much historical matter, is devoted 
to exploring the problem of Economic Crises. “ Their fundamental 
cause is lack of harmony between the accumulation of the fixed 
capital of society and the movement of social consumption. The 
solution lies in a control exercised by society over this accumula- 
tion and the increase of production in order that this increase may 
correspond as exactly as possible with the development of social 
consumption.” 

There is a chapter on World Commerce, abounding in 
platitudes -the weakest in the book. “ Solutions of the Social 
Problem ” arc considered in a section of surprisingly mild and 
(qualified conclusions. Wc are enjoined to distinguish between the 
dernocratisation of industrial ownershijj and the democratisation 
of industrial management. “ The workers will not be able to 
direct industry themselves, but tliey can own industrial concerns 
and buy organising ability at the market price. They will 
occupy the position of present-day shareholders, retaining a 
general right to control their directors.” 

There are chapters on the Utilitarian conceptions of profit and 
the Marxian theory of Labour Value, in which Marshall, J. B. 
Clark and Marx are severely handled. 

M. Corn61issen seeks to make a realistic study of the nature of 
profit. He shows how the average rate of profit varies according 
as one considers dilTerent branches of industry or diflerent periods. 
He emphasises the “ futility of any solution of the problem of 
profit which takes no account of those who dominate production. 
We live under the control of Cartels and Trusts.” He investigates 
what he regards as the principal sources of profit — tlie exploitation 
of labour, directive ability, monopolisation of natural resources 
and speculation. To cacli he gives a separate chapter and tries 
to show (by means of carefully selected instances) how each is the 
cause of profit. Of course, normally the profit realised by a given 
concern results from a combination of various causes. It is 
difficult to lay one’s finger on a particular cause or to attribute 
particular amounts of profit to particular causes. Nor does M. 
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Cornclisscii fare better when he turns for guidance to balance 
sheets. He ein})hasises himself the extreme caution required for 
their analysis and for making comparative statements, and ho 
dc'plores the unfortunate scarcity of precise information. Next, 
M. Cornelissen tries to trace the influence exerted on profit by 
labour conflicts (the elfects of the English coal strike (1912) on the 
receipts of railway comi)anies) ; by wars ; by trusts and cartels ; 
by the trade cycle; by State intervention (he selects as instances 
the various con vent i(ms in the Sugar industry, the results of 
Protection in Catalonia, the French Tariff Law of 1910, the 
Dingley Tariff of 1897, the French shipping bounties, the 
Brazilian control of coffee). These chapters are useful as a 
convenient accumulation of curious details. But the information 
given is not thoroughly sifted. Little attempt is made to indicate 
how far the vai’ious instances submitted are typical and what is 
their exact significance. M. Cornelissen s realistic study of profit 
merely impresst's us with the comi)lexity of the j^roblem and the 
danger of facile generalisation. 

J. Lembekger 

The Univeraihj, 

Belfast. 

Four Kinds of Economic Value. By C. M. Walsh. (Harvard 
University Press. Pp. 138. 8.s. 6f/. net.) 

Thls book may be of interest to those who do not like thinking 
in geometrical figures. To those who are familiar with IMarsJjall 
and his followers, it will not seem that any new light is thrown 
on the subject of value by this discussion. The author’s four 
kinds of value semn to be the familiar conceptions of total utility, 
w'hich he calls use-value; marginal utility multiplied by quan- 
tity, which he calls “ esteem value ” ; cost-value, which seems 
to be equivalent to aggregate cost, and exchange value. One 
might say that it is necessary really to have more than these four 
distinctions, especially to distinguish marginal utility from the 
value wdiich the author calls “ esteem value.” Cost also has 
to be distinguished as having several different senses, and it is 
not clear that any useful purpose is served by calling any of 
them a kind of ” value.” The writer is mainly interested in 
discussing the difficulties and confusions whicJi arose in the 
earlier days of economic theory, and those w ho are interested in 
the history of economic thought wdll find this small book useful, 
though lacking the pungcuicy of Dr. Carman. 

The marginal note on p. 81 can scarcely be accepted as an 
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accurate statement of MarshalFs view on Ricardo. Marshall 
certainly did not draw any categorical conclusion that “ cost of 
production determines value.** He points out that Ricardo, for 
the purpose of the discussion in question, takes a case of com- 
modities produced under conditions of “ constant costs,” but of 
course it is perfectly obvious to any reader of Marshall that no 
one was better aware than he that when (^ost of production per 
unit varies with the quantity, the conditions of demand 'will 
affect the normal exchange-value. Ricardo, no doubt, was not 
very clear in his language, and, as Marshall i)oints out, often 
supposed that the reader would amplify his too abbreviated 
sentences. He gave what might fairly be called a first approxima- 
tion of the theory of value. 

All the earlier discussions of the theory of value are somewhat 
confused by the fact that the distinction between marginal and 
total utility was not clearly formulated, and also by the associated 
difficulty of clearly expressing the difference between a move- 
ment along a curve of demand or of supply, and an alteration 
of the position or shape of the curve. To the reviewer it seems 
that the discussions of these theories would be much simplified 
by admitting the usefulness of a certain amount of geometrical 
diagram. C. F. JIickerdike 

Modem Industry. By E. L. Bogart and C. E. Landox. (Long- 
mans. Pp. o93. 10.9.) 

There is still much doubt as to the ideal method of intro- 
ducing the beginner to the science of economies. That largely 
ado])tcd in the past, in particular in this country, has been to lay 
down, in definition form, the skeleton of economic theory, with 
the theory of value and price as the nerve centre, leaving the 
student to fill in the flesh of example and illustration from his 
own experience and knowledge. In America an alternative 
method is obviously being tried out. The student, it is asserted, 
can hardly be expected to grasp the abstract principles to which 
business and industry conform before his mind has been primed 
with the actual facts of industrial conditions around him. The 
very marked growth of training for commerce in that country 
has hastened and supplied some justification for this placing of 
the descriptive before the analytical, and tlic ])ossibility of 
allowing fundamental economic theory those necessities which 
arc of a purely economic nature and which cannot be arbitrarily 
mastered by the will of man,*’ to use a phrase of Professor Cassel 
— to emerge slowly from the parade of a wealth of fact drawn 
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from most branches of knowledge is, at first sight, a desirable 
solution of a delicate problem. 

The Professor and Assistant-Professor of Economics of the 
University of Illinois have, in this volume written for “ Fresh- 
men,” attempted to supply a description of modern industry as 
such a background to the study of economics. The scope of the 
book is wide. Much of the material in it would, in this country, 
fall quite definitely outside the domain of the teacher of economics. 
Probably the most important part of the book is that series of 
chapters which stress the economic consequences of geographic 
and physiographic factors. The relation between industry and 
eugenics and ethnology are not ignortal. One chapter is entitled 
“ Psychology and Industry.” There is a series of studies of the 
important industries in U.S.A., with a large amount of technical 
description. We learn something of “ The Ascetic Doctrine 
respecting Wants.” It almost makes one believe that the 
authors do not attach much importance to the advantages which 
tliey claim for Specialisation. 

But success or failure in this gigantic task can only be judged 
by *ho degree to which the student is prepared for more advanced 
work, by the extent to which the apparently amorphous mass of 
economic fact is shown to have a definite and permanent internal 
structure. Generalised description of economic phenomena, if it 
is to be used for this purpose, must rigidly limit itself on many 
sides. Above all it must share with economic science the quality 
of strict impartiality. If the science deliberately divorces itself 
from ethical considerations, studies preparatory to its approacli 
must foster, in the student, the attitude of scientific absorption 
within a deliberately narrowed field. Description must never 
sink into condemnation of what is believed to be wrong or approval 
of what is judged desirable. Generalisation is the monopoly of 
theory, and statements which claim universal application must 
be based upon something more than a collection of facts which, 
however large, can never be but a part of the story. 

The work of Professor Bogart and Assistant-Professor Laiulon 
hardly satisfies this condition. Some of their asides, either upon 
the general economic process or particular sections of it, arc 
ingenuous enough to have come from one or other of the societies 
which all political parties at the moment appear to be founding 
for the distortion of economic laws to buttress political pro- 
grammes. The distributive process has a high moral character--' 
“ in spite of the fact that [the worker] obtains from others more 
than he himself could produce in ages, there is no robbery. Ho 
has earned all that he has received, as have all other members of 
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society.” Fron^ time to time there are unnecessary incursions 
into the fields of uncertainty — “ there are few parasites in our 
busy workaday world, who simply sponge upon society for a 
living without giving a fair exchange.” To say that “ each for 
all and all for each is as true of industry as it is of other activities,” 
seems to be quite fallacious whilst competition remains a common 
relation between two industries. In those chapters of the book 
which explain the co-operative nature of industry there is a 
constant tendency, quite unnecessary to the argument, to stress 
the necessity for the different middlemen instead of merely 
noting their existence. It is dangerous to say that “ successful 
manufacturing necessitates the possession of the most modern 
equipment possible ” when so many other items influence the 
cost of production; when we find much machinery in the Lan- 
cashire cotton industry thirty or forty years old, and when both 
in India and U.S.A. the cotton industry is moving from an area 
wlicrc technical efficiency is high to one wlicre labour costs are 
low and raw material adjacent. There is little in the “ best of all 
worlds ” which is found in this book to point to the many unsatis- 
factory sides of modern industry, even in U.S.A. , such as those 
wliich H. B. Butler has pointed out recently in his Industrial 
lielaiions in the U,S.A. 

If, however, the target has not yet been hit fairly, the authors 
are to be commended for having set it up at all. They have 
succeeded in providing a wide survey of the working of industry 
in the satisfaction of human wants. They have resurrected 
Hearn’s Plutology - a book that has been long and unaccountably 
neglected. They have shown the interconnection of economics 
with geography and kindred sciences. And one feels that the 
limitations of tl)is book are due perhaps to the intractability of 
the audience for which it w^as written. In no other way can it 
be explained that the list of suggestive questions placcc^ at the 
end of each chapter should contain, after the chapter on the 
fishing industry — ‘‘ It is said that oysters should be eaten only 
in those months in whose names the letter ‘ r ’ appears. Why ? ” 
-and, after the chapter on invention — ‘‘What is a genius? 
Arc you acquainted with one ” ? 

John Jewkks 

Currency y Credit and the Exchanges (1914 -20). By William 
A. Shaw, Litt.D, (Harrop. Pp. 203. Is. U. net.) 

Aftee the apologist of the banks the apologist of the Treasury. 
Hr. Shaw is at one with the late Ur. Leaf in asserting the inability 
of the banks to create credit, but the prime object of the first 
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two of his three chapters is to rebut the charge that the Treasury 
was in any way responsible for the inflation of 1914-20. Begin- 
ning with the inadmissible premiss that neutral States had, at 
the outset-, no temptation to increase their currency supply, he 
points to the similarity of the changes in the cost of living in 
Britain and Switzerland, argues that here, as there, the rise was 
due to world causes, and concludes that the increase of the local 
currencies was a consequence, and not a cause, of the increased 
prices. The awkward fact that the cost of living in the United 
States ran about 20 per cent, below that of Britain is explained 
by the higher level at which the movement began there ; though 
why this should have made the course of increase less steep is 
not made plain. 

Dr. Shaw is not concerned, how'cver, merely to repel an attack : 
much of the book is an exposition of the positive virtues of the 
Treasury note. Its advent, we are told, “ transcends in import- 
ance any other event in the economic experience of the modern 
world,” and “ by its means w^e have evolved the true theory of 
money ” (pp. 06-7). If our expectation of something new is 
dashed when we are told that the theory rests u])on the hard worn 
principle that goods purchase goods, it is amply satisfied by the 
further unfolding of Dr. Shaw’s ideas. The value of the British 
currency depends, in his view, on that of the interest-bearing 
securities in the Currency Note Redemption Fund. The Treasury 
note is an ideal form of currency, since it is self-regulating and 
automatic in its issue ; and the limitations of the maximum issiu', 
following the recommendation of what Dr. Shaw usually calls 
the Cunliffe Commission, is, he holds, a work of supererogation. 
It is, of course, this very automatism, making the note responsive 
to the expansive tendencies of credit, that led one school of 
economists to press for a managed currency and another to com- 
mend the return to gold. But the one course Dr. Shaw declares 
to liave been unnecessary and the other to be impossible. 

If in defending the note against the charge of inflation Dr. 
8haw had urged that price changes were initiated by credit 
expansions, and that the increased note issue was the result of 
this, his exposition might have won assent from many. But wIkui 
ho declares roundly that neither joint-stock banks, Bank of 
England, nor Treasury can create credit he parts company even 
with the Leafites. And when, insisting that it is expenditure and 
not borrowing that produces inflation, he denies that the form of 
this borrowing has any effect on the result, one who has sincerely 
tried to follow the argument can only conclude that he has faihnl 
to take account of all the facts of banking practice. 
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Much is made of the difference between the automatic currency 
of Britain and the forced currencies of other European countries. 
Dr. Shaw will not admit that the discount of sterling in terms of 
dollars, before April 1925, represented a depreciation of the 
Treasury note; yet, using a similar measure, he transcends 
arithmetic by giving (on p. 14G) the percentage depreciation of 
the Mark in 1920 as 1,625. 

There is much good work in Dr. Shaw’s description of banking 
systems and exchange controls, leading up to his scheme for an 
Imperial exchange mechanism based on the principle of the 
Anglo-Egyptian exchange. But, throughout, the exposition 
suffers from his impatience of establislied theories. Professor 
Irving Fisher may be mildly surprised to s('e a commendation of 
“ the almost complete disregard which all American economists 
have for the quantity theory ” (p. 46). But what will Professor 
(’assel say if he should read that the doctrine by which he is be.st 
known was first evolved by Mr. Robert Benson in the Daily 
Telegraph of December 15, 1919 ? “ Mr. Benson coined a phrase, 
and the phrase was taken up by Professor Cassel and elaborated 
into the purchasing-power 2)arity theory” (p. 189). Headers of 
this Journal will liardly need to be reminded that Professor 
Cassel adumbrated the idea as early as March 1916, and that the 
alliteration appeared in these pages fully twelve months before 
it adorned Mr. Benson’s article. It is an error that a historian 
of currency and monetary writers might easily have avoided. 

T. S. Ashton 


Creilit and Currency^ National and International. By Rev. 

Walter Goodliffe, M.A. (P. S. King & Co. 1927. Pp. 

178. Ss. 6r/.) 

The author of this book holds that the world’s curreniiy 
troubles began in 1844. He believes that the obligation imposed 
on the Bank of England of buying gold at a fixed price of 
845. l\\d. an ounce -he is, of course, wTong in this jiricc -- 
destroyed a pre-existing free market in gold. He asserts that 
during the nineteenth century other nations adopted sterling as 
a unit of reference by use of which alone they were able to express 
the values of their currencies in terms of one another, and that, 
in consequence, the j^ound became subject to disturbing alien 
innuences. Since there exists no international currency issued 
by constitutional authority the world’s trade has to be done on 
credit instruments issued by private cori)orations ; and the 
instability of these instruments renders their value an easy prey 
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to the rapacity of financiers, of whom wo are given an account 
vivid and almost mediajval in its naivete. 

Readers who can follow Mr. Goodliffe so far may find interest 
in the elaborate design for a world standard of value to be known 
as the “ Mundic,” into which the moneys of all participating 
nations may be converted at unvarying rates. And even 
economists must at least respect the vigour and earnestness which 
this clergyman of seventy-five, cut off by illness from works of 
reference, brings to the solution of a problem the very existence 
of wliich they will hardly be persuaded to admit. 

T. S. Ashton 

Problems in Marketing. By Professor Melvin Thomas Cope- 
land. Third Revised Edition (Chicago and New York : 
A. W. Shaw Company. London : A. W. Shaw & Company, 
Ltd. 1027. Pp. xiii -I- 810.) 

This book is a collection of problems recorded, for the most 
part, by the research organisation of the Harvard Graduate 
School of Business Administration and is designed to serve as a 
text in classes where the case system of teaching is employed 
excl i^ively. In addition, therefore, to the examples which are 
based on actual business experience in the United States there 
arc sections dealing with general principles. Much information 
is given also concerning sales practices and policies in several 
important divisions of North American Commerce ; and there is a 
useful appendix which exhibits as examples of the classifications 
of accounts in retail and wholesale trade, schemes prepared for 
grocery firms by the Harvard Bureau of Business Research. 

The revision which tlie work has undergone in the editions 
so far published points to a growing understanding of the thecuy 
of marketing which, as the author explains, is still in the early 
stages of formulation. Unimportant topics (such as sales corre- 
spondence) in the second edition give place to material of more 
fundamental significance in the third; and discussion on such 
points as price policies and cost of doing business is invited in an 
increasing number of example's from tliose who seek to solve 
the problems set. Moreover, developments in business practice 
and modification of marketing methods also call for recognition 
and require the substitution of new cases for many of the old<'r 
problems. 

It is not likely that such a work will make a wide appeal to 
English readers. Indeed, even in America teachers and students 
outside the Harvard School probably feel that by itself it cannot 
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carry them far. It seems to require something to supplement 
it which the author himself, no doubt, supplies in his own classes. 
But in the hands of a capable teacher who can persuade himself 
that he has discovered or learned important principles applicable 
to what is now understood by marketing the cases or j)roblems 
will prove exceedingly suggestive. It would not be difticult to 
tind parallels in British business to some of the more im])ortant 
cases set out in this work. Several Faculties of Commerce in 
England possess similar sets of examples for use in class collected 
during the changing commercial and industrial situation of the 
past few years; but probably nothing so comprehensive as this 
Harvard collection is to be found in any British University. 

J. Gr. y.MiTH 

University of Birmingham. 

The United States Oil Policy. By Professor John Tse. (London ; 
Milford. 1920. Pp. 547. 35.?.) 

This book is a plea for a policy of conservation. The historical 
part is of much interest, tracing the history of exploitation in the 
main fields from early times, ever since “ th(^ market in Pittsburg 
became very dull, for a flatboatman would occasionally intro- 
duce a barrel or two at once ” and create a glut. Tlu^ theme is 
developed, with considerable repetition, that private enterprise 
in the oilfields has meant waste of the product, of capital, and 
of eqergy ; and has been accompanied by many undesirable 
social results. The influence of the Standard interests, based on 
unfair methods, great ability, the use of independent cash reserve's, 
and certain natural conditions (especially in transport), has on 
the whole been for good ; though it might have been better doin'. 
The author proceeds to a discussion of the probable duration of 
the fields, a very difficult subject, and concludes that in any 
ease the remaining public lands should be c.irefully conserved. 
Though somewhat loosely constructed, the book is packed with 
incident that is valuable for the study of private enterprise, on 
both the economic and the psychological sides, especially in 
relation to monopolist construction. 

D. H. Macgregor 

The Cotton World. By J. A. Todd. (Pitman. Pp. 230. 5.?.) 

The concentration of large industries into small areas has 
probably nowhere been carried to the same extreme as it was 
during the last century in the cotton industry of Lancashire and 
surrounding districts. The history of the subject has been fairly 
dealt with by many writers, but the present discontents have 
No. 149. — VOL. xxxviii. ^ 
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brought to light a strange absence of adequate research work 
into the structure of the industry. The high degree of hori- 
zontal organisation has misled many students into examining 
only one of the horizontal sections, but it is now being realised 
that many sections have not been studied at all. Statistics arc 
fairly plentiful at the two ends of the industry. The require- 
ments of vested interest in agriculture and in futures markets 
ensure an extensive supply of information about the cultivation 
and distribution of the raw material, and there is not much 
more which can be done except to devise means of greater 
accuracy in estimating the size of crops before they are grown. 
In the next stage also, the world’s consumption of raw cotton 
by si)inners is approximately ascertained at six-monthly intervals. 
A fog of darkness then descends until the returns published by 
the Hoard of Trade enable the volume of export trade in yarn 
and piece goods to be examined. The knowledge thus made 
available has been carefully sifted, but it refers almost entirely 
to the volume of production, but hardly at all to the methods of 
trading, and to the organisation of the industry. Lancashire is 
gradually waking up to this deficiency, and the work now being 
doi e at Manchester University, and particularly at the Cotton 
Trade Statistical Bureau, will eventually throw some light on 
the situation. 

In the meantime Mr. J. A. Todd, by compiling a summary of 
lectures delivered at the Liverpool iSchool of (^ommcrce, has 
produced a text-book of considerable value. Some of these 
lectures w'ere delivered by Mr. Todd himself, or by independent 
observers similarly placed, but most of them came from men 
actually engaged in the various proces.ses of the industry. The 
exigencies of space and the limitation of purpose to that of a 
text-book are points which only reveal how much still remains 
to be done in the way of analysis and observation before the 
most confident preachers of reform in Lancasliire’s methods can 
be confident of the efficacy of their remedies. 

Although this book is published as a text-book for students, it 
attains a higher classification in economic literature through Mr. 
Todd’s failure to preserve a sense of proportion. Being himself 
chiefly intere.sted in raw cotton, and occupied mainly in educating 
the youthful members of the Liverpool market, he has devoted 
more than a quarter of the book to a study of the Liverpool 
futures market. The error is quite justified by its result, which 
is undoubtedly the clearest analysis yet published in English of 
the working of a futures market. More space is devoted to the 
subject in Mr. W. H. Hubbard’s Cotton and the Cotton Market, 
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but Mr. Todd’s -treatment is of more value to the British reader 
because it is less preoccupied with the point of view of the 
American merchant. Professor Ugo Caprera also published in 
1926 a useful study entitled Le Negoziazioui Car alter istiche dei 
Vadi Mercatiy but devoted most of liis time to grain futures. 
Mr. Todd has brought out several important facts, many of 
them only half known to most operators in Liverpool, but to the 
reviewer’s own knowledge they have all ])een carefully checked. 
He points out that “ the so-ealled futures contract is fundament- 
ally the same as all the otlier contracts in use in the Liverpool 
market.” Presumably he wishes here to remind Livcrj)ool that 
the spot contract is also a contract for deferred delivery within 
a short limit, and the only essential diiTcrence is that instead of 
specifying one particular grade of cotton, the futures contract 
“ allow's a certain choice or elasticity in the exact grad(j or 
quality that may be tendered.” 

Closer attention might perhaps have been paid to the con- 
fusing use of the term “ basis,” but it w'oiild have been diOicult 
on this point to avoid duplicating the extensive explanation 
given by Mr. Hubbard. Each commodity dealt in by a futures 
market must be amenable to a high degree of standardisation, and 
the price paid for the actual commodity will clilfer from the 
futures quotation to the extent of its variation from the basis 
quality. The cotton market illogically uses the term “ basis ” 
to dehote this degree of variation from basis, and a consignment 
of middling pos.sesses a “ basis ” because an even-running lot is 
of greater value than a contract which permits a slightly inferior 
quality to be delivered. Mr. Todd describes how the cotton 
spinner can ensure himself against fluctuations in “ basis ” as 
well as against fluctuations in the basic price of middling, but he 
does not suflicicntly emphasise the fact that nowadays the 
average spinner of American cotton in Lancashire siddom hedge's 
his purchases of cotton on the futures market. Be relies entirely 
on the system of purchase ” on call,” which enables him to 
ascertain his “ basis ” beforehand, and then demands, or tries to 
demand, for his yarn the futures price on the day of sale, plus 
the “ basis ” previously fixed, plus a margin which may repre- 
sent, but often does not, the e.stimated cost of spinning. 

In order to prevent the manit^ulation of the market by large 
operators, Mr. Todd draws attention to the way in which, during 
the war, the futures contract was divorced from the necessity of 
delivering or receiving actual cotton. The suggestion is made 
with diffidence, but it is worthy of further examination. 

Owen Jones 
i2 
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tSufjar Beet Costs and Returns for the Year 1925-26. By A. 
Bill DOES and R. N. Dixey. (Oxford: Agricultural Econ> 
omics Research Institute. Pp. 71. 26*. 6d.) 

This little l^ook of 71 pages brings a very welcome addition 
to our limited knowledge of the cultural requirements and 
economic possibilities of a crop which is yearly becoming more 
and more important in the internal economy of the farm. While, 
as the authors themselves would be the first to admit, it does 
not by any means provide the last word on the subject, yet 
there is equally no doubt that it does give us in a most interesting 
form a thouglitful survey of the most comprehensive and reliable 
material at present available. 

The practical value of the book at the present time can 
s(*areely be over-estimated. It meets the needs of the present 
growers to be supplied with comparative figures of costs of 
growing and handling a new crop. To the farmers who are still 
contemplating the introduction of the sugar-beet crop it gives 
concrete evidence on which to form more reasoned opinions as to 
its immediate economic possibilities. The chapter on the utilisa- 
tion of the l)y-j)roducts brings out strongly the food value of the 
to]>~ and of sugar-beet pulp, and should be read by all present 
and prospective growers. The table given in Apjiendix II 
dealing with the “ value of the subsid}' ’’ is well worthy of study 
by all who have any hand in fixing future prices to be paid by 
the factories to the growers. 

A. G. Ruston 

The Ihiiversiit/, 

Leeds. 

Canadian Labour Laws and (he Treaty. By Bryce M. Stew.\kt, 
Ph.D. (Columbia University Press. §6.00.) 

Dr. Sti<]\vart summarises and reviews the whole of the Labour 
Laws of (Janaiia in a volume of 500 pages. The arrangement is 
novel and might well serve as model for a series of comparative 
studies, the basis b(*ing the nine principles of tlie Labour Section 
of the Treaty of V^ersailles. Unfortunately the framers of that 
section had not very clear ideas of what they intended to includis 
and they did not always make it clear what they meant by their 
principles. Dr. vStc wart’s treatise shows, however, that as pegs 
on which to hang an account of the growth and present position 
of Labour legislation they do not serve badly. 

Canadian Labour legislation, like that of most English-speaking 
countries, is shown to be the illogical and unco-ordinated result 
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of piecemeal measures, dictated often by transient circiimstancos. 
To the English student the two features of interest are, first, the 
complication introduced by the division of powers and functions 
between the Dominion and the Provincial Governments; and, 
second, the backward state, compared with England or Australia, 
of legislation to protect the wage-earner. The Canadian Indus- 
trial Disputes Investigation Act, so often held up as a model 
for this country, is the only measure of which most h]ngl[sli 
politicians have heard; it bears a rather different aspect against 
a background in which, to quote Dr. Stewart, “ as compared 
with Britisli standards Canadian workers have a very rc'st rioted 
right of association. Trade unions arc open to cliarges of criminal 
and civil conspiracy and their funds are liable t(^ seizure to satisfy 
damage actions.” 

H. Clay 


Sij'fy Years of Indian Finance. By K. T. Shah. (P. S. King. 

Pp. 534. 21,9.) 

This work does not, as the title would seem to im{)ly, present 
a continuous history of Indian finance during the ])ast sixty years. 
There is no consecutive narrative of the evcuUs which have 
moulded the financial history of the country, nor is it any part of 
the scheme of the book to show how and undi'r what conditions 
the existing financial system was evolved, 'rhe opening chapter 
deals with the East India Company’s financial organisation, and 
tlie reforms elTected by Mr. \Vil.<on, India’s first Finance Memb(‘r. 
This is followed by an analy.sis and examination of the difh'rent 
heads of pu))lic (‘xpenditure in India, with t.'ibles showing the 
increases during the period under n'view. The items are set out 
in considerable detail and subjected to a clo.se criticism from what 
may be described as a nationalistic and socialistic point (>i view. 
There is no reason to quarrel with the author for adopting these 
standards of criticism, but it is anotlier matter when the exposition 
of })oIitical views leads to long digres.sions on subjects which are 
of administrative rather than financial importance, and who.se 
only connection with j)ublie finance is that in a greater or lesser 
degree they involved the expenditure of public funds. Of some 
jmrtions of the book it can only be said that finance has been 
used as a peg on \>hicli to hang a polemic against Ih’itish rule 
and its officials, though, with some inconsistency, the striking 
success of tlie public works carried out by the agency attacked is 
employed as an argument for the furtlier extiuision of state 

management. 
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Part 111 of the book gives an interesting account of the 
})rincipal heads of public revenue. The tables appended illustrate 
the gradual decline in importance of the older sources of revenue 
which the Government of India had inherited from its pre- 
decessor, viz. land revenue and opium, and their supersession by 
more modern forms of taxation in the shape of customs and 
income tax, the profits from railways and irrigation w'orks. The 
uisdom of the Government's public works policy was at one 
time th(‘ subject of heated controversy, of wliieh an echo may be 
ftjund in the chapter on railway finance. It is permissible to 
doubt whether in his severe condemnation of the earlier system of 
guarantees the author has taken into account sufiieiently the low 
credit of the East India Company, the disfavom into which such 
railway investments had fallen at the time, and, above all, the 
entirely new engineering problems to be encountered. 

One marked feature of the book is the attempt to divide the 
financial system of the country into water-tight compartments 
and to (‘xcliide questions of exchange, currency, note issue, as 
being separate subjects and not es.sential parts of a whole. The 
history of Indian finance does not lend itself well to this clifTeren- 
tiation, since with the demonetisation of silver by European 
countries from 1871 onward, the fluctuations of the gold price of 
silver were such that the Indian budget was at the mercy of 
exchange, and expenditure and taxation had to be regulated 
accordingly. From this period to the end of the century eurnawy 
problems were j)robably the most vital factor in ddermining th(‘ 
course of Indian finance. During the post-war period the.si* 
])roblenis, due in a mea.:ure to inflation, w(‘re a hardly less dis- 
turbing element. Towards the end of the book the author dej)arts 
from this plan by a chapter on the recommendations of th(3 
Hillon-Young (Aunmis.sion. He gives his whole-hearted sup[)ort 
to a Gobi Standard with a Gold Mint and a Gold C.'urrency and is 
))y no means iwcpared to accept the findings of tin; Commission as 
to the amount of gold that would bo required, having rt'gard to 
the slow development of the banking system of tlu^ country, to 
establish and maintain this standard. Their further ofqection 
as to tl)e eflVct of reducing silver to a token coinage on the silver 
hoards he seems to dismiss with a query as to w'hether such 
hoards in reality exist. 

Taken as a wliolc th(; book suffers from the defect that it op('ns 
uj) too many ((uestions without (exhausting or even fully examining 
th(‘!/i. The economic problems of a socialistic State are t(jo 
vast and com])lex to bo ade([uately considered in what is in the 
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main an historical study of a country’s finance. Before such 
generalisations as that “ the more the State increases its pro- 
ductive enterprise, the more it is in a position to dispense with 
that relic of barbarism — taxfition,” can be accepted, they must 
be examined in the light of the economic tendencies of a modern 
State, and, until so examined, they form an unsound guide for 
public finance. In i)Iaccs the financial interest lias boon largely 
overshadowed by speculations in the political and social field. 
The value of the book lies mainly in the historical review of 
portions of Indian finance and the useful statistical data com- 
piled, rather than in the somewhat bewildering ideas thrown out 
for amending the existing order of things. 

11. U. 0. Hailey 

Currency and Prices in India. By C. N. Vakil, M.A., and 
S. K. Muranjan, (P. 8. King k Son. lt)27. Pp. xvi |- 
554. 186*.) 

Some Aspects of the Indian Currency Problem. By 11. L. Pitaii- 
lant. (Oxford Book and vStationery Co., Kaslnnere (Jate, 
Delhi. 1027. Pp. 57. Rs. 1.) 

Paper Currency in India. By B. B. D.vs Gcpta, Ph.D. (Calcutta 
University. 1027. Pp. xviii j- 551.) 

These three publications are of a very dilTcront nature one 
from another: Currency and Prices in India is rather a text-book 
but is very long. It contains a wi'll-docuinented history of 
Indian currency which calls for little comment. This ground 
has been rather overworked of late and there seems little value 
in adding to the long list of books already publislusl. The 
section on Prices is more useful. It contains a very useful account 
and discussion of Indian ind(*x-numbt‘rs with a criticism of tin*, 
methods of compilation, ’riu'i'c arc .sections, more or less lengthy 
and detailed, giving the ]u-ice history of the great staples of 
agriculture and trade. As a reference it will he of considerable 
value. 

Some Aspects of the Indian Currency Problem is a reprint of a 
series of articles contributed by the author to various papers on 
the Currency Problem. As such the chapters tend to repi'at 
themselves in ])laces. This, however, is no great drawback. 
Mr. ('hablani lias shown great insight and has Ireati'd his 
subject, as he always doe.s, with much lucidity and admirable 
restraint. If all the present controversy w(‘re conducted in the 
same spirit tlierc would not be such a waste of paper and tinu'. 



1:20 


THE ECONOMIC JOURNAL 


[march 


while at the same time the public interest would be greatly 
advanced. The author is opposed to stabilising exchange at 
present, as he prefers a stable price level. In this ho is in dis- 
linguished company though in disagreement with the Govern- 
ment attitude. While maintaining his own views, which arc 
('iiiinently reasonable, he maintains that the Commission report 
is, on the whole, a sound piece of work. He rightly emphasises 
the fact that the ratio problem is not the most important one : 
that the big que.stion is the establishment of a standard. 

Dr. Das Gupta s monograph was first presented as a thesis 
for the Ph.D. in Calcutta and has since been revised. It is an 
admirable piece of work and Avill bo of real use, as hitherto there 
has been very little available on the Indian Paper Currency. The 
subject is treated very exhaustively, while the arrangement is 
good. 'Jdie treatment is largely historical, though the author is 
ea})al)le of excellent analytical work when necessary. 

W. H. Thatcher 

Die Wiri'^chafiJichc Emnnzipniion Hudavierihis. By Dr. AuausT 

Nkalweit. (Jena : Gu.stav Fischer. 1927. Pp. 27.) 

Writing with first-hand knowledge, gained by investigations 
made on the spot, the author of this modest little work comes to 
the conclusion that while a great future awaits South America, 
the expectations of some of its peoples are pitched too high, and 
that the course of development in that part of the world will be 
far less ra])id than is commonly supposed. Ho makes it clear 
that the gn.’at drawback of the South American countries is their 
relatively small capacity for population under present conditions. 
Jn discussing this question Dr. Skalweit declines to take account 
of abstract potentialities, brushes aside all unsupported hypotheses 
and speculations, however higii their authority, and argues from 
facts as he sees them, \^Jlen, in view of the fact that the present 
density of population range.s from three to five persons to the 
square kilometre, optimistic prophets talk of a possible augmenta- 
tion to the extent of hundreds of millions, he asks with cruel 
jiertinence, Where arc they to come from and how will they live ? 
For the races now in possession are quite incapable of supplying 
the increase, and only a tropical stock will ever fill the vast voids. 
White j)eopIes from temperate climes may, indeed, continue to 
exploit JSouth America, but they will never populate it. He 
points out that although in the Argentine, the most favoured of 
its countries, the natural conditions for a largo expansion exist. 
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the excess of irrrmigration over emigration has greatly declined 
in recent years, a defective agrarian system being here chiefly 
at fault. What South America chiefly lacks are a prosperous 
agrarian population, a large rural middle class, and a big home 
market. Its people in general, we are told, arc very poor — far 
poorer than Europeans appear to think. “ The great mass of 
the population both in town and country lives in material and 
cultural impoverishment ; from 80 to 85 ])er cent, of the peoi^le 
are, according to West European ideas, poor.” Its fine cities, 
with their imposing palaces and boulevards, are merely the incon- 
gruous facade of a huge poor-house, and whatever opulence exists 
is that of the foreign elements which live on the country. “ The 
worst of all these (South American) countries is not that the 
population is so small but that it consumes so little.” Modern 
industry is organised on the basis of “ mass production,” and a 
national industry which cannot rely upon a mass consumption 
must always languish. “ There arc plenty of instances in South 
America of products of the home industry which are dearer than 
the most highly taxed imported articles.” Dr. Skalweit comes 
to the conclusion that if the South American countries hope to 
prosper they must follow a rational policy of immigration, and 
as a commencement reform their agrarian laws and systems in 
the direction of a great division of the land, so otTering scope for a 
denser population and the creation of a large home market. The 
author has packed many striking facts and a lot of sound common- 
sense into few pages. 

W. IT. Dawson 

Die HandelsiwlitUche Bedeutviig der dentschen Kolonien. By 

Karl Wehrstedt. (Ilildesheim : Franz Borgmeyer, 1920. 

Pp. 241.) 

The writer of this illuminating book can justly claim fitness 
for his self-imposed task, and he has discharged it with true 
(lerman thoroughness. First pas.sing in review Cermanic colon- 
ising episodes in remote antiquity (and thoughtfully reminding 
us that “ Kolonie ” is derived from the Latin colonia), he traces 
the more serious colonial ambitions and experiments of German 
rulers and merchants in the sixteenth, .seventeenth, and eighteenth 
centuries — rehearsals, so to speak, preparatory to Bismarck a 
more practical enterpri-ses in this domain during the years 1882-0, 
when an oversea empire of about a million square miles was 
acquired by the newly-established Empire. It is the justifiable 
boast of the German nation that no part of this empire was 
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acquired by conquest in the old way, but all was either appro- 
priated as no nian’s land or otherwise obtained, more or less 
legiliinately, by purchase or exchange. 

The most important part of the book is that in which the 
author shows the development which the German colonies under- 
went before they fell lilcc ripe fruit into the hands of tlu;ir present 
holders as loot of war. The 11)0 or so pages which are devoted 
to tills part of bis subject contain a convincing reply to the 
childish caaitention of the authors of the Treaty of Versailles that 
(.uTmany liad failed as a colonising Power. In these days of 
protectionism run mad it is worth while to call to mind the fact 
that from first to last — in strong contrast to the traditional 
policy pur.'^^ucd by Franco and Portugal — Gtamany, in the treat- 
ment of her colonies, followed the policy of the open door,” 
mat her reserving for herstdf commercial privileges in any of Iier 
ja'otectorates nor giving to these preferential treatment in the 
home market. Tt is in keeping with tlie nncontroversial and 
objective tcanper shown by the author throughout his treatise 
that only the barest reference is made to the question of the 
future of Germanys African patrimony. Yet the author 
advances arguments and facts which .strongly support the view^ 
that his country ’.s need for the control of largo tropical territories 
is greater now' than ever liefore, and he leaves the reachT in no 
doubt that the German nation in general, notwithstanding the 
vociferous ])rotcstations of Socialist idealists and Hebrew cos- 
mopolites, has iK)t renomiced, and docs not intend to renoimcc, 
its claim to re-enter the ranks of colonial l\)W'ers. Why shfjiild 
it ? 

W. H. Dawson 

Thf. ArconyU Book of a Kentish KMate, 1010-1704. Edited by 

Ei.kanok T.oiXiE. British Academy Series of Records of 

Social and Economic History. (Oxford University Press. 

11)27. P]). xlviii I o,V2. lUs. Cul. net.) 

Tiir: most ijnportant advances made of recent years in the 
study of English economic history have been due to appreciation 
of the fact that statutes and blue books and contemporary treatises 
are insufficient as authorities, and that it is necessary, wherever 
possible, to get at the actual account books and correspondence 
of business firms, or, if the effects of economic legislation be our 
study, at the actual n‘cords of administration. 4'he work done 
by the late George Unwin and his Manchester pupils, in emphasis- 
ing this need and using such soui'ces of information, stands iii 
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fact, in relation to the work of Cunningham, much as, in the 
field of institutional history, the work of Maitland and Professor 
Tout stands to that of Stubbs. In regard to agricultural history, 
it is true that the methods of the new school were to some extent 
anticipated long ago by Thorold Rogers’ use of mediieval bailiffs 
accounts ; but for the later periods of agricultural history similar 
material is hard to come by, and the publication of another 
estate account book belonging to the same century as that of 
Henry Best ^ is particularly welcome, especially as the seventeenth 
century is still one of the least known periods in our agricultural 
annals. 

At the same time it must be confessed that the sumptuous 
volume which is the latest addition to the British Academy’s 
series of Records of Social and Economic History hardly satisfies 
the expectations which it arouses. As Miss Lodge remarks in 
her Introduction ; “An account book is a tantalising source of 
information ; it hints at so much, but explains so little.” And 
this particular account book is rather a clumsy and unmethodical 
record. It is little more than a list of payments, interspersed in 
some of the earlier years with Michaelmas valuations of stock 
and corn. The payments are mostly farming expenses, including 
poor rate, tithe, etc., and do not include household expenditure, 
but irrelevant items occur from time to time — for example, leading 
and glazing the windows of the house (p. 137), a “ riding siito 
for my uife ” (p. L)7), and payments made towards the main- 
tenance of my godson Nicliolus Toke at Cambridge” (pp. 13S, 
140, 143, 148, 154). Many entries are duplicated (for example, 
pp. SO and 81 -82, pp. 01 02 and 04r-05, pp. 104 and 105-106, and 
pp. 114 and 116), and the editor does not warn us against this 
source of possible confusion. About sales and receipts we natur- 
ally huirn nothing from tlie account book, except, as it were, by 
accident, as wlien the dispatch of sheep to Smithfield involved a 
payment to the man who drove them there (p. US), and except 
for some entries of receipts from sales for the years 1616 20 
whicli occur at the rever.se end of the MS. (pp. 484-80). All 
the same the account book yields much interesting information. 
W'c get a general picture of large-scale farming — at Michaelmas 
1620 the stock amounted to 2230 sheep and 147 cattle, and in 
tlie autumn of the following year 83 stecTs were purchased— 
and tliat the farming was careful may be gathered from the 

’ liurnl PJcotiotm/ in YorL'sInrr in bntnj thr i’ttrniiinj itnd Arronnt linok.'i 

oj Ihnry litst. Surtors SocM'ty, lS."i7. Tho arcounb book is a n)i.s<vllarioous 
iioto book of roooipls and cxjx'nsc'S. It only oxti ii ls from KilG to Itjb’i. 
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payment made for weeding com, cutting thistles, digging ant- 
hills, catching moles, digging and carting chalk, spreading dung 
and marling.^ Hop-growing appears from 1020 onwards and 
turnips are mentioned in 1686 : clover seeds were bought in 
1653 (pp. xxix-xxx). Information about wages is abundant on 
almost every page, and Miss Lodge has summarised much of it 
in her Introduction. The amount of piece-work and the variety 
of operations for which it was used are astonishing. Isolated 
scraps of interest are not infrequent: e.(j. wo read that in 1617 
half an acre of beans was expected to yield 2 “ seames ” (p. S),2 
that “ to (? two) weavers wore employed in “ ripping (? reap- 
ing) 6 acers and a halfc ” in 1628 (p. 104), that a highw'ay rate 
was paid as early as 1636 (p. 165). We read a great deal about 
the pa3mient of poor rates, and though Miss Lodge has extracted 
some of the more interesting facts which emerge, careful work 
upon the details would probably yield many more. The high 
rates suggest that poor relief by no means languished under the 
Commonwealth in the part of Kent with which the record deals, 
and a fall in the rates seems to come after the Restoration. 
Both as regards this subject and many others, statistical analysis 
of the account book might produce important results. It looks 
as if agricultural operations were contracted during the rebellion 
and interregnum, but only a very careful study could show 
wdiether this was actually the case and whether it was due to 
the pressure of taxes (which loom large in the accounts during 
this period), or whether the appearance of neglect is due merely 
to less complete account-keeping, to a reduction in the area 
farmed, or to the substitution of regular labourers paid by the 
half-year for casual workers and piece-work employment.^ But 
any student who attempts to wrest their secrets from these 
accounts must be on his guard against inaccuracies in the record 
itself. Occasionally the editor introduces a warning .s/r,” or 
indicates in a note what has gone wrong. But sometimes she 

' E.g. 1,750 loads of marit? woro sproad in wii^tfrl.iiids ” in 1031 (p. 120). 
Tlio frequent purc.haso of tar f)robably indicates rans for tho sboop, though it 
would also .seem to point to the provtdenoo of tho scab. 

* Tho “ scamo was nj)f)an‘ntly 8 bushels, as tho (llossary says, for throsliiny: 
5 soarnos 0 bushels of wheat at Hd. camo to 3tf. Khl. (p. 51); and when Dunicll 
Saiidry was “ payd for 4 scams & 3 bushels of HO(‘d wheat at 3s. tho buslu l,” 
the total camo to £5 63 . (p. 277); Init soino other equations occur which do not 
work out exactly (soo p. 13 for oxampio). 

^ I get a general impression frr)in tht» account that piece work and signs of 
careful farming increase again after 1004. On tho other Jiand, payments in.clc 
for '■ quicko sett in 10.53 sugge.st enclosing activity under the Commonwealth 
(p. 236). 
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has failed to do this. For example, on p. 91 she leaves the 
entry about “ binding 13 acers oak ” as it stands, though there 
can be little doubt that the right reading should be “ oats.” 
Again, the payment of £16 85 . for poor rate on p. 236, which is 
left without comment, is shown by the parallel entry on the 
next page to bo a mistake for £1 65. 8(/. It is a pity too that 
the index is not as good as it might be. Under “ Clover,” for 
example, it only refers us to entries relating to a labourer of 
that name, and under “ Marie ” to those which mention a held 
called Marie ! Yet the index is not limited to proper names. 
The Appendices (pp. 491-6) contain some interesting items, 
especially about hop-gardens and rotations, culled from some 
eighteenth -century account books of the estate. 


R. Lennard 



NOTES AND MEMORANDA 
Credit Expansion, Savings and Gold Export 

1. Mr. Robertson’s noteworthy contributions to the theory 
of credit ^ deserve to be developed ; and, if developed, throw 
much light on several sections of economics. One of these con- 
tributions concerns the eifectsof credit exi)ansionon the creation 
of circulating capital. He holds that most of the real circulating 
capital that business men need and get hold of is supplied (either 
directly or through the banking system) by spontaneous saving 
(spontaneous lacking) by the public ; but that a part of it can 
be supplied, if necessary, out of forced saving (automatic stint- 
ing), which the banking system of the country inflicts on the 
public, through an abnormal expansion of credit, whenever 
spontaneous savings arc not sufficient to meet business men’s 
credit demand. The banking system, in fact, expanding credit, 
increases the daily stream of money at the business men’s dis- 
posal; and, empowering them to compete with the main daily 
stream of money for the daily stream of marketable goods, 
secures them a part of the latter, depriving the residue of the 
jniblic of consumption which they would otherwise have enjoyed, 
and engendering a general rise of prices. Goods, which the public 
keep from consuming, and arc handed over to business nuMi, 
represent the real capital created thereby by the banking system. 

In the whole statement of his theory Mr. Robertson tacitly 
assumes that the country which ex])ands credit is economically 
isolated from other countries. This assumption, however, dot s 
not thoroughly conform to conditions prevailing in tlie modern 
world. Everyone knows that most countries are, nowadays, 
economically connected with each other. It may therefore be 
interesting to inquire how far, on this assumption, the above 
theory holds. The aim of this note is to deal with this point of 
the problem. 

2. Two cases may be considered : (1) whore the country 
concerned is a gold standard one; (2) where it has an incon- 
vertible paper currency. For both cases we shall consider the 
influence which an abnormal credit expansion exercises on forced 
saving, either through the ordinary course of international trade 

^ Banking Policy and the Price Levels Luiiduii, 1926, 
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or through foreign borrowing. And in both cases credit expan- 
sion will be supposed to bo confined to one country only. 

3. So far as international trade is concerned, an abnormal 
credit expansion in a gold standard country, causing prices to 
rise, tends to increase imports and to decrease exports of goods, 
and to drive gold out of the country, until, by its outflow, the 
same level of prices will be again restored in every country. 
While this is happening, the stream of goods will increase, in -the 
country concerned, by the full increase of the quantity balance 
of imports over exports. Obviously, the more goods that arc 
entering from abroad, the less goods the public of the country 
need to save in order that a given amount of real savings may 
pass over to business men. Thus the increase of the net imports 
of goods arising from credit expansion, through the ordinary 
course of international trade, tends to relieve the public of the 
country from a part of the burden of the forced saving inflicted 
on them. But let us sec what these imports of goods mean for 
the countries they are exported from. These countries send to 
the first one goods in exchange of gold. In so doing they refrain 
from consuming those goods themselves, that is to say, they save ; 
and the gold they hoard is the material goods in which they 
embody their savings. Compelling, then, other countries, through 
credit expansion, to supply her goods against gold, the country 
concerned acts so as to force other countries to save on her 
account. As soon as the production, for which the new circulat- 
ing capital was requested, comes to an end, a reverse process is 
set in motion. Business men, paying back their borrowings to 
the banks, allow credit to deflate. Prices deflate also, exports 
increase, imports decrease and the country gets back the gold 
she had formerly exported. (Jetting it back in exchange of 
other goods, she is, practically, still saving ; while other countries, 
getting goods in exchange of gold, have the power to consume 
their former savings. That part of the ])urden of the forced 
saving, which the first country had previously transferred to 
other countries, is then shifted back again to her later on. The 
real savings requisite to meet business men’s demand, which 
were supplied, at the beginning, either by the country concerned 
or by other countries, will be, at the end, entirely supplied by 
the former. Instead of concentrating itself in a short space of 
lime, the burden of the whole saving will spread through a long 
])eriod of time, and will therefore be lighter. Hence the transfer 
of gold from the country expanding credit to other countries, 
which, considered from a mere monetary point of view, is to be 
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thought of as an undesirable event, if considered in connection 
with collateral problems which arise from it, may be said to be 
(so far, at least, as it does not shake the soundness of the credit 
system of the exporting country) a device by which this country 
transfers, temporarily, to other countries a part of the burden 
of the forced saving the bank system ii!i 2 )oses on her, causing 
thereby that burden to distribute itself in time more evenly, 
and to be lighter than it would otherwise have been. 

4. As far as foreign borrowing is concerned, we know that it 
tends, like any oilier kind of borrowing, to postiDone, for the 
boiTOAi er, tJie burden of saving. When tlie borrower is a country, 
that Jiappens in the following way. Through a well-known 
process, borrowing tends to increase the imports of the borrowing 
country. Thus, whilst borrowing is going on, tlie stream of 
marketable goods available to her tends to increase; relieving 
thereby her ])ul)lic from a jmrt of the burden of the forced saving 
inflicted on them, and transferring this burden to the lending 
countries. Tt must be observed, however, that in so far as the 
former country exports gold, she is imposing on otlier countries, 
as already seen, forced saving, wliilst in so far as she is borrowing 
i rom them slie is taking out of them spontaneous savings. When, 
later on, loans arc being paid back and the reverse iirocess is 
setting in, the stream of goods will decrease, throwing on the 
public’s shoulders the i)art of the burden tlK^y had been previously 
relieved from. In this respect, then, borrowing works just as 
gold export. But there is a dilTerence. Gold export docs not 
involve the jiayment of any interest. ( 'onse([uently, the country 
from which gold was exported has to export later on, in order 
to get it back again, goods of the same value as those she had 
formerly ini^Jorted. Borrowing, on the other hand, involves tin* 
payment of interest; and the borrowing country, in order to 
])ay back her loans, has to ex^iort goods of a greater value than 
she had jireviously imported. It folio w's that export of gold, as 
a means of postponing part of the burden of forced saving, i^ 
preferable to borrowing; and that, as far as it is jjossiblc, it 
will be resorted to. But there is a limit to it. Exporting gold, 
the country restricts the basis of her credit system, and increases 
the chances of a bank collapse. There is a minimum ratio of 
gold reserves to liabilities of the banking system, as a wdiok', 
under wdiich gold reserves must not go. So long as the actual 
ratio is higher than the minimum one, the country will find it 
convenient to eximrt gold ; and she will not borrow. But as 
soon as that minimum ratio is reached, she will stop gold export, 
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and will resort -to loans. Practically that happens through the 
action of the central bank, which, raising when necessary the 
rate of discount, stops the gold outflow and calls into play, in its 
stead, borrowing. From what has been said so far we see, then, 
that in a gold standard country, economically connected with 
other countries, the stream of the real circulating capital which 
the banking system creates, through an abnormal credit expan- 
sion whenever spontaneous savings fail to do so, is supplied, 
so long as credit inflation lasts, partially by the public of the 
country, through forced saving, and partially by other countries, 
either through gold export, that is to say, through forced saving, 
or through lending, that is to say, througli spontaneous saving. ^ 
Subsequently, when internal credit is b(dng dcdlati'd, the country 
will either reimport her gold or pay back her foreign loans. By 
so doing she will increase her exports of goods and diminish the 
size of the stream of goods available to her public, compelling 
them to refrain, later on, from consumption, and causing 
thereby the whole circulating capital to be ultimately supplied 
by them out of forced saving. But by so doing she is minimising, 
on the whole, the burden thereof. 

6. Let us turn now to an inconvertible paper country. In 
such a country, if the banking system, in order to meet business 
men’s demand, expands credit, prices will rise, as in a gold 
standard country. But, as the national currency is not con- 
vertible into gold, foreign exchanges will also rise. Three cases, 
so far as the influence of the ordinary course of international 
trade is concerned, are possible and have to be considered : 
(1) when the rise of internal prices goes ahead of that of foreign 
exchanges; (2) when it keeps level with it; (3) when it lags 
behind it. 

In the first case, internal prices will be, provisionally, higher 
than external ones ; imports will increase, exports decrease, the 
stream of goods at the country’s disposal wdll be greater; and 
the net result will be an increase of the real capital, coming, even 
in this case, partly from internal forced saving and partly from 
abroad. A reverse process, similar to the one explained above, 
will come into play later on. But in the meaiuvliilc the abnormal 
credit expansion in the country concerned causes the burden of 
the forced saving, arising from it, to be partially shifted on to 
other countries. And that occurs through a change in the real 
ratio of international interchange. 

^ Wo loavo here out of account loss important sources of supply. Soo for 
thorn, Pigou, Industrial Fluctuations, Loudon, 1927, pp. 106-13. 
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In the second case (the rise of internal prices being supposed 
to keep pa' o with the rise of foreign exchanges) there will be no 
change, neither in the real ratio of international interchange nor 
in the volume of imports and exports ; and the burden of the 
forced saving will be entirel}’ borne from the outset, so far as it 
depends on the ordiimry course of international trade, by national 
consumers, just as if tlie country had no economic connections 
with other counti ies. 

In the third case (internal prices being supposed to be lagging 
behind foreign exclianges) the real ratio of international inter- 
change will move, at first, against the country. Exports will 
increase, imports decrease, the stream of availal)lc commodities 
will decrease, and the burden of the forced saviiig will be, for 
national consumers, greater, at first, than if tlie country did not 
trade at all. When, later on. the reverse process is sot in motion, 
there will be a net increase of imports, and thereby an increase 
of the stream of goods at the country’s disposal ; which, upsetting 
the former situation, will cause that burden to be lighter than 
it Avoiild otherwise have been. In Ibis case, therefore, the 
existence of Iradiiig connections with other countries, instead of 
diminishing the unevenness of the distribution in time of that 
burden, tends to increase it, and to iiKTcase, therel>y, on balance, 
the burden of the public. The (‘xperienee of the last decade has 
taught us that the case that practically occurs is the last one. 
Thence we infer that the expansion of banking credit in an 
inconvertible paper country, having economic connections with 
other countries, works generally (so far as it depends on inter- 
national trade) less satisfactorily than in an isolated country as 
a creator of real circulating capital. It follows that a country 
in the above conditions would have to resort to foreign loans 
more extensively than a gold standard one in order that her 
public may be partially relieved from the burden of forced 
saving. Practically, however, this is unlikely to occur, as 
countries with a stabilised money do not generally lend willingly 
and largely to countries with an unstabilised one.^ Hence in a 
paper currency country, economically connected with other 
countries, credit expansion is, generally, less efficient than in an 
isolated country, or in a gold standard one, as a creator of real 
circulating capital ; and a greater credit expansion is, conse- 
quently, neces.sary in order that a given amount of real savings 
should, in the time requested, pass over to business men. 
have here an instance of the drawbacks of paper currency. 

^ Keynes, A Tract on Monetary Reformt London, 1923, p. 100. 
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6. Summarising the results of this note we may, then, 
conclude : 

(1) That in a gold standard country, economically connected 
with other countries, the burden of a given amount of forced 
real savings, arising from an abnormal credit expansion, is, for 
national consumers, lighter than if the country were isolated, 
part of that burden being, provisionally, shifted over to other 
countries, through a temporary gold export and tlirough foreign 
borrowing ; 

(2) That in an inconvertible paper country, economically 
connected with other countries, that burden is, presumably, 
nearly always greater than in an isolated country, the uneven- 
ness of its distribution in time being, generally, increased by 
trade connections, and its increase being \mlikely to be always 
entirely cancelled by foreign borrowing. 

iMarco Fanxo 

Padova University, 


Productivity Theories of the Trade Cycle 

The view that conimercial crises, periods of recurrent unem- 
ployment and, in short, the various })henoniena which go to 
make up what is now known as the trade cycle, are related in 
some way or other to the increasing productivity of labour 
brought about by modern methods of manufacture and dis- 
tribution is not, of course, a new idea in economics. The germs 
of it are doubtless to be found in the writings of Malthus and 
Sismondi. Rodbertus seems to have been responsible for. its 
introduction into socialistic literature, where it has figured largely 
ever since. 

Unfortunately this class of theory has usually been expressed 
in forms unacceptable to the majority of economists. Th\is the 
theories of Malthus and Sismondi contained assumptions as to the 
j)ossibility of there being a general over-production of com- 
modities, that is to say, a supply of all kinds of goods in excess 
of the demand. These assumptions were strongly contested at 
the time by J. B. Say and the elder Mill, and later by J. S. Mill, 
the latter of whom roundly asserted that the theory of general 
over-production implies an absurdity (Principles of Political 
Economy, Book III., Chap. XIV., Section 3). This declaration 
represented the orthodox position in Mill’s time and, as regards 
the original theory, it is probably the orthodox position to-day, 
despite some apparent indications to the contrary (e.g. Professor 
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L. V. Birck, “ Theories of Over-Production,” Economic Journal, 
March 1927, p. 21 : “ Everybody knows that a relative 

general glut reappears every time credit collapses, and that it is 
a natural and regularly reappearing phenomenon of deflation.” 
See also Mr. G. B. Dibblee. The Laws of Supjdy and Demand^ 
1912, chapter on Over-Production). 

Apart from the postulate of over-production, the theories of 
the trade cycle favoured by socialists have been otherwise objec- 
tionable, in that they have tended to give rise to the impression 
that the spread of labour-saving devices must necessarily cause 
corresponding unemployment, at least under capitalistic con- 
ditions — although some guild socialists and others might wave 
even this last qualification. In its simplest form, the usual 
reply to this is, (a) that the use of machinery frequently lowers 
prices and stimulates consumption to such an extent that the 
demand for labour in the affected industry is fully maintained, 
and (/)) that where this is not the case, the displaced labourers 
find employment in other industries. In a competitive system, 
however, these theses are true only in so far as competition is 
perfect and capital and labour are freely mobile. In general 
none of these conditions are fulfilled, and so industrial improve- 
ment must be held to be responsible for at least a certain amount 
of unemployment. 

Most economic text-books now recognise that owing to the 
imperfect mobility of capital and of labour (more especially of the 
latter), temporary disturbances of the labour market may ensue 
on industrial reorganisations and improvements in technique. 
This fact has also been recognised in many countries by the 
Legislature in the provision of labour exchanges, the object of 
which is to increase the mobility of labour by rendering it easier 
for the unemployed person to find a vacancy. The effects of 
imperfect competition per se have not, however, been so well 
studied. Reflection on this matter finally led to the publication 
in the Economic Journal of June 1926, of the writer’s article on 
“ A Possible Cause of Cyclical Unemployment.” Here the 
thesis was laid down and partially developed that industrial 
competition — e.g. the competition between producer and pro- 
ducer — is of variable incidence in point of time, and that this 
intrinsic variable incidence, with or by repercussions upon credit, 
determines the phenomenon of the trade cycle. (It is an interest- 
ing question, by the way, whether this variability is not really 
associated with the relative immobility of much fixed capital, 
i.€. as contrasted with circulating capital. Increase of the former 
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proceeds not only gradually but also in many cases very dis- 
continuously. Most patently is this the case when the capital 
increase arises through the formation of new businesses, when 
largo blocks or quanta of fixed capital suddenly appear and begin 
to function. The possibilities for cyclical disturbance here are 
obvious.) Actually, the trade cycle is regarded essentially as a 
profit cycle, with a modifying but dependent credit cycle super- 
imposed. Along these lines, then, we reach a productivity 
theory of the trade cycle which, wliile it may or may not bo true, 
would at least appear to be free from the prhna facie objections 
that we have seen attached to so many other theories of this 
nature. 

Curiously enough, in the last six pages of his article on 
“ Theories of Over-Production,” which appeared in the Economic 
Journal of March last. Professor L. V. Birck, of the University 
of Copenhagen, has propounded yet another productivity theory of 
cyclical fluctuations in industry. The differences between the 
two theories will be best understood by setting out point by point 
the course of a trade cycle according to each theory. Thus ; 

The Writer's Theory 

1. Industrial improvements (technical and administrative) 
increase the productivity of labour. 

2. Owing to the temporarily imperfect working of competition, 
the increase in productivity is not accompanied by an adequate 
stimulation of consumption through lowered prices. 

3. Nevertheless the profitable condition of trade, by increasing 
the values of securities, provokes an expansion of credit which 
masks or entirely staves off any threatened fall in consumption. 

4. Depression is signalised by increase of competition and 
collapse of credit, resulting in destruction of purchasing power 
and rapid fall in prices; until a new production-consumption 
equilibrium is established at a lower real price-level in the 
improving industries. 

Professor Birch's Theory 

1. Industrial improvements increase the productivity of 
labour. 

2. The introduction of said improvements throughout industry 
would, however, entail a Larger capital expenditure than is 
provided for by the current rate of saving. 

3. Workers arc consequently thrown out of employment until 
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sulficient profit has been capitalised and invested in improvements 
to keep all the workers fully employed. 

Professor Birek’s theory, it will be seen, postulates vndcr- 
snring, associated with improving technique, as the chief cause 
of unemployineiit. In this it is directly contrary to Mr. J. A. 
Hobson’s theory (vide Kconomica of Ihiemployrnentj 1922), 
wlierein recurrent oi'cr'mring is postulated. 

By contrast with the above a socialist theory may be set out : 

Socialist Theory 

1. Industrial improvements increase the productivity of 
labour. 

2. Owing to tlie monopolising power of the capitalists, the 
increase in productivity is not accompanied by an adequate 
increase in the workers’ consumption. 

3. The capitalists being unable to consume all the surplus 
goods, a condition of over-production of goods and under- 
employment of labour is established, production being curtailed 
until the surfeit of goods has disappeared or been consumed. 

This is practically the view expressed by Mr. Philip SnowTlen 
in his Labour and the New World, 1921, pp. 188- 0. It is, however, 
common to socialistic literature. Mr. Hobson’s theory would 
appear to be very similar, the only important dilTercnces being 
those of emphasis. Incidentally the writer’s own theory also 
resembles the socialist view in tracing the genesis of the trade 
cycle to an increase in capitalists’ profits. But whereas the 
writer attributes this increase to a purely temporary slackenin.fr 
of the forces of comj)etition, resulting in an unstable prices-levi l 
for certain classes of commodities, the socialists attribute it to 
the permanently superior bargaining pow’cr of the capitalists as 
against the wage-earners. Otherwise the two theories have 
nothing in common. 

As to other theories of the cycle, it is suflicient just to mention 
here those of the various would-be currency reformers who base 
their case on an alleged failure of purchasing power, “ tied to 
gold,” to keep pace with the increasing flow of goods brought to 
market as a result of the intensive methods of modern industry. 
The so-called flaw in the price system is held to limit the market, 
and to cause unemployment and trade losses, liabilities from which 
an inconvertible i)aper currency is designed to free us. 

In view of the very recent introduction of the writer’s and 
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of Professor Birck’s theories, the lack of data, and the complex 
issues involved, serious criticism or discussion of them at this 
stage can hardly profitably be attempted. Nevertheless the 
almost simultaneous publication of two apparently new and 
quite distinct productivity theories of the trade cycle may well 
prove to be the herald of a revival in this class of theory which 
will gravely alTect the standing of the purely monetary theories. 
Whether this should prove to be the case or not, the facts emplmsise 
the great need for caution to avoid arriving at a premature 
solution. 

James Soi tiivvoktii 


The Mobility of Labour in tjie Lotton Industry 

1. Little attention has been paid, as yet, to the elTccts of the 
depn'ssion in the cotton industry on the operatives themselves. 
Since 1921 production has never been greater than about 80 per 
cent, of capacity, so that under-employment has been great and 
continuous. The lessened demand for labour, revealing itself in 
loss of earnings, would, it seems, comjDel adaptation on the part 
of la])()ur to the new situation. It comes, then, as a surprise to 
learn from the ^linistry of Labour ^ that the number of insured 
persons in the industry is still larger than in 1923, although there 
has been a slight dcc-n'asc between 1920-27. Following on this, 
a recent oHieial investigation discloses the fact that between 1920 
and 1925 the percentage of outward transfers from the cotton 
industry has been less than from any other industry excepting 
coal.- It was to confirm the broad impression thus created of 
the immobility of labour in the present depression that further 
evidence was sought as to the internal movement within the 
industry itself. It is now clearly established that the depression 
is highly localised. Some towns, especially in the Oldham 
district, have sufTered badly, whilst others have remained almost 
unaffected. In July 1927, at the annual collection of Unemploy- 
ment Insurance cards, an attempt was made to discover wludher 
there had been any movement of labour from the depressed to 
the prosperous sections of the industry. 

2. When, in 1920, the then existing scheme of National Unem- 
ployment Insurance was replaced by a wider and more com- 
prehensive system, the cards issued to individuals insured bore a 

^ Ministry of Labour ( iuzcftc , Noveinber 1927. 

* Report on an Investigation into the Employment and Insurance II story of 
a Samph^ of Insured Persons, 1927. 
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number representing their office of origin. Cards issued since 
that date to entrants into insurance similarly have been num- 
bered to reveal the Employment Exchange from which each 
individual drew his card originally. Despite annual renewals of 
each card and possible changes in the occupations and industries 
of the holders of cards, those original numbers representing the 
geographical source have been retained. Each year, in July, 
insurance cards are collected, the old cards being lodged at Kew 
and the renewals redistributed. The collection of the old cards 
is carried through by the local Employment Exchanges, each of 
which may collect directly from the individuals served by that 
Exchange or from firms within its own sphere of operation. The 
result is that, at the annual collection in July, each Employment 
Exchange finds among the group of cards it has prepared for 
dispatch to Kew many bearing an origin number which differs 
from its own. The reason is, of course, that insured persons have 
moved from one part of the country to another, either in the same 
or different industries, and the retention by the Ministry of 
Labour of the old origin number reveals this movement. 

This provides a method of measuring the movement of labour 
between the years 1920 and 1927, since at the annual July 
collection of old cards each Employment Exchange will have a 
number of “ foreign ” cards of persons who, at some time since 
1920, have moved into the area covered by that particular 
Exchange from the area covered by the Employment Exchange 
from which the card was originally drawn. 

Through the kindness of the officials of the North-western 
Division of the Ministry of Labour Employment and Insurance 
Department, it has been possible to collect, in respect of all 
cards in the industrial group VA — i.e. the group covering cotton 
manufacture — and for each Exchange in Lancashire where the 
cotton industry is important, details of the number of “ foreign ” 
cards lodged during the transfer of cards which took place in 
July 1927. Since the holders of these foreign ” cards may 
have moved either from another industry into cotton, or from 
some part of the cotton industry other than that in which 
they found themselves in July 1927, this information should give 
a fair index of the extent to which labour has either moved 
from some outside industry into the cotton industry, or has 
moved from one section of the cotton industry to another between 
the years 1920-27. 

Such movement of labour was found to be very slight. In 
the majority of Exchanges the percentage of “ foreign ” cards to 
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the total cards lodged was less than 5 per cent., and in some 
cases as low as 1 or 2 per cent. Taking forty-five Exchanges 
together, men and women, the figure was 2*8 per cent. As might 
be expected, the movement of women workers was less than that 
of men. Only in the case of two Exchanges do the “ foreign ” 
card percentages for women exceed those for men. The per- 
centage for men was 3* 1 , and that for women 2-3. The proportion 
of “ foreign cards was lower in those sections of the industry 
which have felt the brunt of tlic depression, such as Oldham 
(1-6 per cent, for men, and 0-7 per cent, for women) or Royton 
(1*8 per cent, and 1-0 per cent.), than in those areas where fine 
spinning predominates and where unemployment is slight, such 
as Bolton (3*9 per cent, and 3-1 per cent.). On the weaving side 
the same difference is still noticeable, though less marked. Thus 
Burnley is below the average (2-9 per cent, and 1*8 per cent.), 
whilst Preston — engaged in comparatively high-class work — is 
above it (7*3 per cent, and 5-4 per cent.). 

There appears to have been no movement of labour between 
areas in the Lancashire cotton industry which have been com- 
paratively prosperous since 1920 and those which have been 
constantly depressed. The fine spinning and weaving areas 
have not, to any appreciable extent, drawn labour from the 
coarse-spinning towns. Accrington appears to have drawn 
labour from Blackburn and Burnley, but Blackburn and Burnley, 
in turn, have taken labour from Accrington. The movement 
within the industry appears not as a broad movement produced 
by a common economic stimulus, but as the inexplicable variety 
of individual action prompted by purely personal factors. 

3. The evidence suggests, therefore, that the problem of the 
surplus labour in the industry has yet to be dealt with. The 
labour in the cotton industry is naturally immobile, due to the 
high proportion of women workers and the close personal relation 
which still exists between employers and employees. There 
seems little doubt that this immobility has been accentuated by 
the general system of short-time working which has been steadily 
adhered to since 1921, combined with the practice of organising 
short-time working in a way which has enabled the worker to 
draw his weekly income partly from the employer and partly 
from the Unemployment Insurance fund. 

J. Jewkes 

H. Campion 
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Unemployment in the Madras Presidency 

It was to be expected that if any lack of employment should 
be experienced in India, the industrial sections that would feel 
it first would be Bengal with its extensive jute mills, and Bombay 
witli its large cotton interests. They felt the pressure several 
years ago; committees investigated the situation and made 
recommendations. It was not until about two and a half 
years ago that the problem became acute in Madras, when 
the attention of the Legislative Council was called to the 
matter, and Government appointed a strong committee repre- 
sentative of official and business interests to consider the ques- 
tion careful I y and make recommendations. The present writer 
w'as a member of that Government Unemployment Committee, 
which contained jirominent business men, educationalists and 
a large number of Indian public men; Sir George Paddison, 
the Commissioner of Labour, Madras Government, was the 
President. The terms of reference were broad, allowing adequate 
freedom to the Committee in attacking the problem. The 
Committee was asked to investigate the question of unemploy- 
ment among the educated middle classes ” in the Madras 
Presidency, and to submit its report to Government. The 
method of procedure adopted by the Committee wais to draw up a 
questionnaire and submit it to a large number of people in tlui 
Presidency, asking them to give whatever information and sug- 
gestions they might have on the jiroblem. Then a number of 
people were called for personal interviews and the giving of oral 
evidence to the Committee. On the basis of this evidence, both 
written and oral, the Committee drafted its report, which has now 
gone to the Press, and later will be fully considered in the Legis- 
lative Council. The Committee w^as at w'ork for about a year 
during 1026 and 1027. 

With a problem so vast as the question of unemployment 
in a population of forty-five millions some limitation must be set 
to the investigation ; that limitation of the field was set by 
including only the educated middle classes '' — tliat is, students 
of the High School, Intermediate College and B.A. graduate 
grade, who are at the present time the class most affected by 
unemployment. It was to help this class of the community that 
the Committee was set to work. 

The first thing that the Committee tried to find out was the 
extent of unemployment. Employers reported that they were 
constantly besieged with young men seeking a clerical job. In 
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order to make sure on this point, the Committee asked the Super- 
intending Engineer, Mettur Irrigation Project, to insert a test 
advertisement in the newspapers for a clerk’s position, olTcring a 
monthly wage of Rs. 35, or about 13 shillings a week. The 
result was that 666 applications were received ; of these, 30 were 
from graduates, 61 from intermediates, 104 came from High 
School students, and 381 from those who had not passed through 
a High School, and therefore were not eligible to take a University 
course. That means that B.A. graduates were willing to take a 
position requiring no higher qualifications than those possessed 
by a person not even having a High School training on a salary 
of thirteen shillings a week. A commercial firm in Madras 
advertised in a similar way for a clerk on the same rate of pay, 
and received 787 applications. That gave the Committee a pretty 
good idea of the extent of unemployment among this class of 
people. It suggested that the supply of this class of labour was 
greatly in excess of the demand. 

Another lino followed up was to ascertain the number of clerical 
and professional posts to be filled up every year, and also the 
number of young men leaving school and college each year, who 
would be competing for those positions. It was ascertained, on an 
average being taken of the last five years, that 14,000 educated or 
at least partially educated young men of the middle classes are 
thrown on the clerical labour market every year, but the number 
of vacancies to be filled for that class of service is only 7,000 per 
year. So that the problem resolves itself into this : the pro- 
portion of educated young men in South India seeking employ- 
ment every year to the demand for their services is approximately 
speaking two to one. Another distressing fact is that the open- 
ings for clerical work are relatively on the decrease, while the 
number of people qualified to fill them is decidedly on the increase. 
For instance, according to the last Census Report there has been 
a decrease of 1 1 .V per cent, of persons e]n]fioyed in Government 
service, of 21 per cent, in Municipal and Local Board service, and 
of 25 per cent, in the professions. On the other hand, the 
statistics furnished by the Director of Public Instruction for the 
decade 1915 to 1925 show that the number of graduates has more 
than doubled, the number of intermediates has trebled, and the 
number of those completing the High School course is times 
more than the number in 1915. To put it in another way : 
taking the average of the past three years, it is found that the 
approximate percentage of men permanently employed to the 
supply of such men is as follows ; 
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(1) Graduates in Arts . . .28 per cent. 

(2) Intermediates . . . . 16 „ 

(3) Completed High School . .12 „ 

(4) Non-completed High School . 8 ,, 

These figures refer only to Government service, but they are 
indicative of the situation as a whole. 

From these and other similar facts the Committee found that 
there is very serious unemployment among the educated middle 
class of young men in the Madras Presidency, and that this 
unemployment tends to increase each year in proportion to the 
increase of students taking the course in secondary education. 
It was apparent that the extent of unemployment among those 
having only a general education was greater than among those 
who had some professional training, and the greater the degree of 
professional qualifications the more was such a person insured 
against the chances of unemployment. There is very little 
middle-class unemployment in the occupations of agriculture 
and industry, including handicrafts, because the demand there is 
greater than the supply of those willing to engage in this kind of 
work. On the other hand, the professions of law and teaching 
are greatly overcrowded. In the medical profession there would 
be greater scope for employment and less chance of unemployment, 
if the practitioners would distribute themselves more evenly over 
the Presidency, instead of concentrating in the cities and larger 
towns. There is some unemployment among those having 
training in engineering, but as the country advances these ought to 
be able to find work. Unemployment in business firms, or among 
those trained for a commercial life, is very serious at present, 
but here again this situation should be bettered as trade revivc's 
and the country develops. 

The Madras Presidency, like all other countries, has sufiered 
from the reaction after the war. Large numbers of men employed 
in war-clerical work returned to swell the ranks of the more or 
less educated unemployed. Government was forced to adopt a 
policy of retrenchment because of the shortness of money occa- 
sioned chiefly by the large contribution which Madras was called 
upon to make to the Central Government of India. This condition 
affected business firms, of course, and many of them, instead of 
giving employment to new men, had to dismiss many of their old 
and experienced staff. There was a serious loss of markets which 
reduced production and consequently employment. There was 
a large increase in credit which drove prices up, and the disloca- 
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tion of the exchange added to the general unfortunate situation. 
These are more or less general causes of unemployment which 
were experienced all over the world. But there are causes dis- 
tinctly peculiar to South India, and it is of them that I wish 
especially to speak. 

The extent of unemployment among the educated middle 
classes in the Madras Presidency is due to two chief causes : 
in the first place, the very widely held idea throughout South 
India that the real object and purpose of an education is to secure 
either a Government position or the right to plead in the law 
courts; and secondly, that the pursuit of agriculture, which 
has to support about 70 per cent, of the population, offers no 
career for an educated young man. The repercussion of these 
two erroneous ideas has brought about a serious state of unemploy- 
ment, which is having a bad effect upon the economic life of the 
whole country. 

We shall have to go back for nearly a hundred years to under- 
stand the history of that first cause. English education was 
allowed in India by the East India Company for the purpose of 
supplying a sufficient number of trained clerks and other workers 
for Government service ; to provide a regular supply of qualified 
Hindu and Mohammedan law officers for the judicial adminis- 
tration,” and also “ for the introduction and promotion of a 
knowledge of the sciences among the inhabitants.” ^ It was this 
commercial value of an English education which made the 
acquiring of English so attractive ; it was the golden key which 
opened to bright young men a sure “ berth ” in the Government 
service, carrying with it good pay, congenial clerical work and a 
pension for old age. No wonder, then, that poor parents, illiterate 
themselves in many cases, have sacrificed their all and gone 
heavily in debt to give their boys an English education. That 
point of view and practice have continued down to the present 
day. 

A law course and a degree in law have had and still have a 
great attraction for Indian young men. The prizes to be won are 
considerable, and some of the brightest and cleverest lawyers have 
become very wealthy through an extensive practice, but these 
honours and successes come only to the few. There are thousands 
of lawyers who are not able to earn a living from their practice, 
and yet every year scores of young men enrol in the Law College 
in Madras. A pleader’s licence is the ticket of admission to an 
honourable and exclusive caste which allows to its membership 
> Sir Charles Trevelyan’s The Bducaiion oj the People o/ India (1838). 
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a considerable amount of prestige. Many young men say, when 
asked why they try a profession which is so obviously over- 
supplied, that they want the law training, and “ anyhow what else 
can we do ” ! 

If Covernment service and the law are overrated, it is equally 
true that agriculture is sadly underrated as a possible career for 
an educated young man. The desire to possess land is very keen 
throughout India, but the joy and independence of cultivating 
one’s own land docs not appeal to the average owner. More 
and more is it the practice for the cultivating owner to be replaced 
by the absentee owner who leases his land on some sharing system 
or for a cash rental, and then ceases to take an interest in his land 
except to collect the rent. The idea that a sulliciently large farm, 
with the capital which would have been spent on a university 
education, might make a career for his son and be at the same 
time a paying business concern does not seem to enter the head 
of either the average father or the son. The popular opinion in 
India about agriculture is that it is possible to follow it to make 
a living, but not to make iiioney. One reason for this attitude is 
the vicious and uneconomic practice of minute subdivision of 
land holdings. Until larger holdings are possible by a change 
in the present joint-family system one cannot see much induce- 
ment to young men with some education to go back to the land 
for the purpose of cultivating then* land to make money by 
up-to-date farming. 

There are other reasons as w^ell for this decided distaste for 
agricailture, such as the townward drift, which is very real in 
modern India. Growing town.s are providing all kinds of attrac- 
tions to young men to lure them from the country. The life of 
a clerk is considered more dignified than that of a farmer, and con- 
sequently the ordinary educated man prefers a mere pittance in 
a town to the i)ossibility of success on his own farm. The way 
South India is economically constituted at present means that 
it must continue for a long time to come to give employment to 
about 70 per cent, of its population on the land. Otherwise, 
there will be a constant over-supply of the market in other branches 
of labour, such as Government service, clerical positions, and the 
professions, which will result in a continual unemployment 
problem. Caste figures in the case to some extent because it 
renders labour immobile ; caste restrictions are untenable in the 
economics of a modern state. Much can also be said against the 
lack of variety in the Madras educational system. For the 
purpose which called the system into being it has served the country 
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well, but the needs of the country have long since outgrown its 
educational system. The country to-day wants more than a 
merely literary trained man, capable of doing the work of a clerk, 
a writer, or an ordinary teacher. India needs to-day young men 
with a technological training, who will have imagination and 
initiative enough to strike out for themsc'lves, to make a career 
for themselves outside of the beaten track. The Committee 
consider that the failure of parents and educationists, as well as 
Government, to read the signs of tlie times in determining the 
careers of young men by something like vocational guidance is 
one of the main causes of unemployment. 

The Committee have not been able to find out and recommend 
a magical solution of the problem that will at once abolish unem- 
ployment and give every young man in the rresidoncy a job 
which is permanent and to his liking. No radical changes have 
been suggested, but the Committee have been able to diagnose 
the trouble and outline a policy for the future which if persisted 
in will in time greatly relieve the pre.sent unemployment situation. 
The first thing to do is to remove from Indian thinking the two 
erroneous ideas that education is solely for the purpose of getting 
into Government service, and that the pursuit of agriculture is 
below the dignity of an educated man. These two ideas must 
be abolished, root and branch, by an educational campaign in 
the schools, by Press propaganda, and by bringing home to parents 
and guardians the stern fact that the supply seeking clerical jobs 
is far In excess of the demand. 

To try and develop a back-to-the-land movement it was 
suggested to the Committee that the establisliment of farm colonies 
for the educated unemployed might not only reduce unemploy- 
ment, but might induce the middle classes to retain their sons in 
agriculture. It was also suggested that some leading ryots 
should visit foreign countries and sec how farming is carried on 
in other countries. In this connection, however, it was voted to 
recommend to Government that small farms of at present unculti- 
vated lands be made available for middle-class educated young 
men who possess no lands of their own, on long lease, with the 
option of buying, and that loans and other facilities for agricul- 
tural purposes be made to such agriculturists for the pur 2 )osc of 
developing their holdings. A 2 )lea was made by the Committee 
for the extension of primary education, especially along the 
general lines of agricultural middle schools. The state of illiteracy 
is appalling in the country districts. Of 3,784,000 boys of school 
ago (that is, from six to eleven years of age), 1,452,000 were 
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attending elementary schools on the 1st of April, 1926. This 
leaves about 2,332,000 children, or 62 per cent, of the children 
of scliool age, who are not attending any school at all. The great 
need is therefore apparent for starting a large number of rural 
schools to train children for their village life. These rural schools 
should have small farms attached to them, and the teachers 
should not be above handling the plough themselves. Training 
institutions themselves should aim at the following results in the 
teachers undergoing training : 

(1) leadership; 

(2) live interest in village school problems and in the progress 

of their students; 

(3) special knowledge of agricultural practice ; and 

(4) teaching capacity, the ability to teach being more 

important than formal scholarship. 

The Committee in its conclusion states that the problem of 
middle -class unemployment is one not capable of immediate 
solution. It is fully conscious that it has suggested no drastic 
remedies. All it can hope is that the result of its labours will be 
that the people as a whole will realise the extent of the evil and 
th(i necessity for a change. The remedying of the situation lies 
in the hands of the people themselves. Unemployment in what- 
ever section of society is a complex evil which arises from many 
causes, social, economic, political, and even international. Being 
such a widespread and deep-rooted evil it will take time, and 
perhaps a long time, to remove it. But if there is a desire on the 
part of the people to alter the existing unfortunate state of things, 
so as to create more demand for trained ability, and if a larger 
number of men with ideas and who are not afraid to work will 
come forward to assist in the economic development of the 
country, the Committee is confident that in its recommendations 
pointing to a change in educational ideals and a readjustment of 
educational programmes to meet practical needs, and to a reversion 
to the land as the chief producer of wealth, the people, and 
especially the unemployed middle classes, will find the way to a 
happier future. What South India needs is a change in its angle 
of vision in reference to education and service. 

Suminary of the Findings 

The following is a summary of the findings of the Committee 
which will be submitted to the Legislative Council : 

1. There is unemployment among graduates who possess no 
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professional qualifications ; more among Intermediates and 
High School students ; and most of all among persons who have 
not completed or taken a High School course. 

2. While there is need for a great spread of education among 
the people, the demand for teachers is limited, and so there is 
unemployment among teachers, more among untrained than 
among trained. 

3. While there is no actual unemployment among lawyers, 
there is a keen struggle at the bar, some of the junior vakils hot 
being able to obtain a livelihood. 

4. In the case of the medical profession, it is overcrowded in 
the cities and larger towns, but there is ample room for many 
more medical men in the villages and smaller towns. 

5. While there has been some unemployment among engineers 
owing to the retrenchment policy of Governnumt, the r(‘laxatif)n 
of that policy and the starting of new works and enterprises has 
greatly lessened unemployment among engineers in general. 

6. Men trained in agricultural colleges have usually sought a 
post in the Agricultural Department of Covernment, and, when 
that w'as not available to them, have gone into some other work. 
There is no tendency to use their knowledg(i and (experience on 
their own lands, for farming is not considered a suitable cart'er 
for an educated man. 

7. There is little or practically no unemployment among those 
trainccl in handicrafts and industries, or those who possess a 
railway experience, or have accountancy and banking training. 

8. The prevalent idea that the main object of an education is 
to enter Government service, or the profession of law or teaching, 
is the chief cause of unemployment. 

9. Parents do not recognise that Government service and tin* 
law should afford a career only for the more brilliant of their 
sons; the other boys should be trained for some other activity 
in life. This is due partly to the rigidity of the present educational 
system. 

10. The less bright boys should be trained along more practical 
lines, such as agricultural, technical, industrial or commercial, 
more suited to their capacity. 

11. Social causes, such as caste, early marriage and the joint- 
family system, in preventing the m(.)bility of labour cause 
unemployment in particular communities and occupations. 

12. The principal remedy for the present state of unemploy- 
ment should be the diversion of some of the educated middle^ 
classes, especially those who owui or occupy land, to agriculture. 

No. 149. — ^VOL. xxxviii. ^ 
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13. Public opinion should bo educated to realise the disagree- 
able fact that tlic present supply of persons qualified for Govern- 
ment posts and in the legal profession greatly exceeds the demand. 

14. Larger facilities should be given for education of a prac- 
tical nature, and especially for agriculture. The Committee hopes 
that zami Ildars will encourage specialists in agriculture to a much 
greater degr(‘e. 

15. The secondary school course should be reorganised when 
necessary to suit the requirements of agricultural, technical and 
industrial schools and higher technological institutions. 

16. Extension of primary education and the necessary training 
of the requisite number of teachers and the improvement of their 
prospects is also a remedy for unemployment, so far a.s that 
occupation is concerned. 

A. J. Saunders 

American College, 

University of M a liras. 


Noth: on thk P>httisit Palance of Trade. 

Since the ])ublieation of my article on “ The British Balance 
of Trade, 1925-27.” whieli appeared in the Lcjoxomic Journal 
for December, 1927, p. 551, the definitive figures for 1927 have 
been published by the Poard of IVade. The apparent excess of 
new foreign capital issues in 1927 over the net surplus on income 
account comes out at £43,000,000, instead of £61,000,000 as in 
my provisional estimate. This modification does not materially 
affect my argument as to what had been happening during the 
three years 1925-27. 3die final estimates of the Board of Trade 
are shown in dcdail below ; it will be seen that they have increased 
their estimate of the net shij)j)ing income by £20,000,000. 

The following table is set out (with the 1927 figures brought 
up-to-date) in the same form as in ” Britain’s Industrial Future,” 
p. 29.^ The figures for the years prior to 1927 only differ from 
those in my jirevious article in tiiat certain small subsequent 
corrections by the Board of Trade for the years 1922 and 1923 
are now allowed for. 

^ Tiu'ro is ft slip (rorroctcfl bpKnv) in the table fta there published, the Ihiiik 
of Franco ropaynuMits bcin^ rcckoiiPtl uri addition to, instead of as a subtraction 
from, not foreign investment. 
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{In milliona of £'a.) 



1913. 

1922. 

1923. 

1924. 

1 

192.5. 

1920. 

1927.2 


I. Income Account. 


Estimated Not Income I 
from Overseas Invest- 
ments . . . . 1 

210 

175^ 

200» 

220 

250 

270 

270 

Estimated Not National 
Shipping Income . 

94 

1.3.3‘ 

133' 

140 

124 

120 

UO 

Estimated Receipts from 
Short Intenist and Com- 
mi.ssions 

25 

40^ 

.50* 

GO 

00 

00 

03 

Estimated Receipts from 
other Services 

10 

12^ 

15* 

15 

15 

15 

15 

Total 

339 

390^ 

39S* 

435 

441> 

405 

4SS 

Deduct Estimated Ejcccss of 
(Jovernment Payments 

made Overseas 

. . 


25 

25 

11 


■ 

Not Non-MerchandifeO Sur- 








plus .... 

339 

300' 

373* 

410 

43S 

405 

4S.S 

Net Merchandise Dericieiicy 
(i.e. excess of Imports of 
goods and bullion over 
Exports) 

158 

171 

195 

324 

3st 

477 

392 


— — 

— 

- 

- . — 

— 



— 

Net surplus on Income ac- 
count .... 

LSI 

189 

178 

SO 

54 

— 12 

90 


II. Capital Account. 


New Foreign Issut's of 
Capital in London 

-f-19& 

1-135 

1 130 

+ 134 

-1- 88 

-1-112 

+ 139 

Bank .of France repay- 
ments to Bank of Eng- 
land ** .... 


- 5 

-- 5 

1 

- 5 

- 0 

- 7 

- 37 

Assumed Increase ( |-) or 
Decrease (-•) of other 
Capital Items nvpiircd to 
Balance the Account 

17 

-1- 59 

1- 47 

- 43 ’ 

.J 

- 28 

- 1 1 7 

-- 0 

Total of Capital Account . 

+ LS1 

4- ISO 

+ 178 

1- HO 

+ 54 

- 12 

1- 90 


* Board of Trade original estimates {Hoard of Trade Journal^ January 31, 
1924, p. 152) revised to liarinoniso with the olUcial revision of their original 
estimates for 1924 and 1925. 

“ Noii-merehaiidiso surplus assumed to bo the same as in 192G. 

* Estimates. 

Compiled from the Board of Trade, Journal, January 31, 1924, p. l.)2, January 
27, 1927, p. 93, February 2, 1928; Midland Bank Rcvivic. 

J. M. Keynes 
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Official Papers 

Reports on the Present Position and Tendencies of the Industrial 
Arts as indicated at the International Exhibition of Modern 
Decorative and Industrial ^^6', Paris ^ 1925. (Department 
of Overseas Trade. Pp. 208. Is. M.) 

This remarkably attractive volume, with numerous illus- 
trations of prominent exhibits in each Department, is offered 
to the reader at a fraction of its cost of production. The object 
of the Report is to obtain “ as true a picture as possible of the 
existing condition of the principal branches of industrial art 
production in the chief countries in the world,” of the influences 
at work and of the direction towards which they are tending. 
The ground covered includes Architecture, Mural Decoration, 
Furniture, Textiles, Metal Work, Pottery and Glass, Printed 
Books, Illustration and Posters, Theatrical Art, Garden Art and 
the Art of Lighting. Each group of exhibits W'as assigned to 
an expert who was left untrammelled in the expression of his 
opinions, while the Chairman of the Editorial Committee sum- 
marised and co-ordinated their criticisms in an Introductory 
Survey of some thirty pages. 

The Exhibition was intended to display examples of the con- 
temporary art work of all nations. Its scope was restricted by 
only two conditions : the exhibits wore to “ fulfil a practical 
need,” and at the same time to “ show a modern inspiration 
and a real originality.” Twenty-tw'O countries were represented, 
including all the important European States with the exception 
of Germany and Norway. America was entirely absent. France, 
as might have been expected, occupied two-thirds of the available 
space; other couiitries were handicapped by the expenses of 
transport and exhibition. Briti.sh manufacturers in particular 
“ took a short-period view of their own interest in participation,” 
nor did they, like exhibitors from other States, receive financial 
assistance from their Govcrninent. The British section therefore 
gives an incomplete idea of the real strength of British art pro- 
duction. Its exhibits show excellence of craftsmanship and 
finish, but, the experts agree, an absence of the spirit of adventure. 
In Pottery the palm goes to Denmark, in Glass to Sweden, in 
Mural Decoration to Poland. It is suggested that the English 
glass manufacturer has little chance of regaining the position 
he once held in the markets of the world, unless he ceases to be 
restricted by legislation as regards the age at which boys may 
begin to learn their trade. In Furniture the British show practical 
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genius for well-constructed cabinet work, but no masterpieces 
nor anything approaching the French facility and versatility of 
design. On the other hand, 80 per ccni. of the French designs 
are likely to be as demode in ten years’ time as the styles of 1900 
are to-day, while some of the English products are “ so right 
and well-mannered ” that they will be equally acceptable fifty 
or a hundred years hence. In printing originality is difficult to 
achieve, for the craftsman can hardly hope to improve on the 
admirable models of the past. There is scope, however, in com- 
mercial printing, and it is disappointing that no English work 
was shown here. Nor was Great Britain represented in Poster 
Art, where she would have taken a high, if not the highest, i)lace. 

The Exhibition reflected some notable changes in world 
economic conditions. The impoverishment of the middle and 
upper middle classes is responsible for the change from large to 
small houses, from largo and lofty to small and low-ceiled rooms. 
Furniture accordingly tends to become smaller, lighter and 
cheaper, and rugs take the place of carpets. Other changes are 
due to scientific and technical discoveries. Improved technique 
leads to the use of plain, unbroken surfaces in furniture. Tlu^ 
invention of artificial silk and other textile fibres, under pressure 
of a world shortage of wool, has led to a remarkable development 
of new fabrics. In general the most hopeful tendency is the 
obvious collaboration in many departments between artist and 
craftsman. 

The Report attempts to estimate the force of international 
influences, and the resisting power of artistic nationalism,” 
and concludes that these vary widely as between different nations 
and different branches of industrial art. A “ fierce if transitory 
ebullition of patriotism ” in the art of some Central and Eastern 
European countries is a legacy from the war. Poland shows a 
strong determination to maintain a distinctively national char- 
acter. Switzerland, on the other hand, is very cosmopolitan, 
and France occupies in this respect an intermediate position. 
The national spirit is strongest in garden art, while pottery and 
printing are practically internationalised, and in their designs 
of carpets, silks and jewellery, all European nations tend to 
borrow from the East. British designers of an earlier age, e,g. 
William Morris, and in a less degree Aubrey Beardsley, exerted 
a profound and lasting influence on foreign countries. But Great 
Britain herself stands completely aloof from foreign influence, 
and apparently indifferent to foreign art movements. 

The Exhibition of 1925 has been acclaimed in some quarters 
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ils a real reiiai.ssaiiee, It was, at any rate, an event of first-class 
artistic and economic importance, and the part played by this 
country cannot but cause some heart-searching. It is admitted 
that tlie British exhibits were comparatively dull and lacking 
in novelty. Is this sanity, restraint, a due respect for the con- 
tinuity of a good tradition I Or is it merely rigidity, a tendency 
to cling to outworn models, in short deeay i 'J'he authors of the 
Report do not hazard a ref>ly, but they put the question with 
emphasis and insistence. 'I'hey mean to sound a warning note, 
and ho])e that it may not fall on heedless ears. 'I'hey have done 
it well, and the Report itself is no moan artistic achievement. 

H. Revnard 

('ollege for Wonen, 

LoiuJon. 


Miv'mnnn \VagC’Fixi}}(j Machhiorn : an I nlernational Study of 
Ia'Q) station and Practice. [P. S. King (for the International 
Labour Of(u‘(‘). 2.'?. 0^/.] 

The International Labour Olfice has published as a separate 
report th(‘ survey of minimum wage legislation pre])ared for the 
'J’enth Session of tlu* Intermit ioiial Labour Lonfenuice. The 
report falls into two ])art.s : a di'scription, country by country, 
of tlie legi--la(ion in forci‘ ; and an analytical study of the objects, 
imK'hiiicry and bases of such legislation, and of the problems of 
(kunareation and enforceuK'iit that it raises. It is a very compact 
and objective acemmt of its subject. To the refi‘rences given 
under the head of (aicli country one (‘r two additions suggest thom- 
selv(‘s : under South Africa, tlie Report of the Economic and 
\Vag(* ( Vunmissiou. which criticises the 1925 Wage Act; under 
Australia, the important report of the Queensland Basic Wage 
('ommis>inii. and, sitK c J)r. Sells’ articles on State Wage Regula- 
tion in Australia an* included, the criticism of them by I\lr. Benham 
in the volume of London Kmtys on Economics presented to Dr, 
Caiman. 

11. Clav 


Memorandum on Malting Barley Tax. (Crnd. 2990. ,'k/.) 

Tins tax was proposed by the Agricultural Tribunal of Inves- 
tigation in 1923, as a method of maintaining arable cultivation 
on light .soils, and of avoiding the objections to taxation of food- 
stuffs. of either persons or livestock. It has been found that 
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their proposal. to levy it at the breweries, which would make it 
an excise, is contrary to our commercial treaties. This Memoran- 
dum therefore deals with the problem of levying an import duty 
on that part of the incoming barley which is destined for a particular 
use. It is shown that the administrative ])roblems thereby raised 
are very serious, further, there are the complications due to 
the considerable import of foreign malt and malt extract. And 
finally, the demand of brewers for foreign barley is not clastic 
since its quality renders its use necessary at any price for admix- 
ture. For these reasons, the Government do not sec their way 
to endorse a proposal for helping agriculture which has played a 
large part in recent controversy. 


Bibliographie der Sozinlwksevschaften, Mo)iafsheffe dcr Ihich- 
mid ZeilscJirlfieiditercHur des in- nml Anslandes iiber OcM- 
schaft, Politik, WirUchiJt, Finanzen, iSfafii;>tik. lleraus- 
(jegeben vom Htatwtischen Peiclhsamf, Berlin. (Pp. circa 100.) 

The attention of our readers is drawn to this official monthly 
classified bibliography of books, pamphlets, and articles published 
in all countries, now in its twenty-third year of issue. 


Report of the Controller of the Currency for the year 1020-27. (Cal- 
’cutta : 1027. I rupee.) 

India’s international account; fon'ign trade and bullion; 
course of exchange and sterling operations ; Government balances 
and reserves; monetary conditions in India; the public debt; 
demand for various forms of currency ; note circulation. 


Reparation Commission. OHicial Documents No. XVil. Report 
of the Agent-General for Reparation Payments, Decembf^r P027. 
(Stationery Office. 4s. Or/.) 

This Report includes the correspondmicr^ between the Agent- 
General and the Finance Minister of the Reich of October- 
November 1927. It concludes that “ as time goes on, and 
practical experience accumulates, it becomes always clearer that 
neither the reparation ])roblem, nor the other })roblems dr'pending 
on it, will bo finally solved until GtTmany has been givr'ii a 
definite task to perform on h(‘r own responsibility, without foreign 
supervision and without transfer protection.” 
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The Swedish Economic Review, (Swedish Board of Trade : 
Quarterly.) 

The economic situation in the third quarter of 1927 was 
favourable, and foreign trade was brisk. Balances abroad of 
the Swedish banks were twice as large as in 1926. 


SfatisHque des finances de V Union des rejmbliqnes sovieiiques 
socialisfes. Livraison 8 : October 1927. (Moscow : Com- 
misariat des Finances.) 

Nationai. and local budgets ; monetary circulation, monthly ; 
balance sheet of the Union Bank; indices of the Conjuncture 
Institut; wholesale and retail prices. 


OBITUARY 

Professor Robert Alfred Lehfeldt 

By the accidental death on September 11, 1927, of Professor 
Robert Alfred Lehfeldt, South Africa has lost her leading econo- 
mist, and Economic Science one who through sheer brilliance of 
intellect conquered the difficult conditions under which he 
lal)oiired, whicli perhaps only those who have watched the 
growth of Johannes})urg can realise, and contributed widely to 
international economic literature. 

Lehfeldt was born at Birmingham on the 7th May, 1868, the 
second son of Dr. F. W. A. Lehfeldt (d. 1876), at the time a 
master at the Edgbaston Proprietary School, Birmingham, and 
Madame Lehfeldt (d. 1897), pianist. His (‘arly education was at 
private schools at Margate and Barnes. Already as a boy he 
showed the striking self-reliance and independence of thought 
which characterised Ids later work, an instance of which is that 
when not yet sixteen years old he on his own suggestion left 
school in order to study by himself with a view to a University 
career. This he carried through by the means of scholarships 
eked out by the help of friends who recognised the quality of his 
character and ability. At the age of sixteen he passed the 
Cambridge Local Examination wdth Honours, and with distinc- 
tion in Mathematics, and in the same year, 1884, he Matriculated 
(First Division) at London University, where he obtained the 
degree of Bachelor of Science in 1889. He had entered St. John’s 
College, Cambridge, in 1887 and graduated there as Bachelor of 
Arts three years later. In 1890 he became a Demonstrator at 
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Frith College, Sheffield (now University of Sheffield), and Pro- 
fessor of Physics at East London College in 1896. He was 
elected a Life Fellow of the Physical Society in 1895, and from 
this time onwards contributed frequently to its proceedings, also 
serving on the Council of the Society from 1901 to 1903. In 
1902 he published A Text-hook of Physical Chemistry, followed 
four years later by Electro-Cheinistry in Sir William Ramsay’s 
Series on Physical Chemistry. In the meantime he had taken 
the degree of Doctor of Science at London University, and in 
1906 he accepted the Chair of Physics in the South African 
School of Mines and Technology (now the University of the 
Witwatersrand), Johannesburg. In 1909 he became a Fellow of 
tlie Royal Society of South Africa, and was for many years a 
member of the Council of the Society. 

Lehfeldt was an extremely brilliant mathematician and 
statistician, and profoundly attracted to the application of 
mathematical methods to Economic and Sociological problems. 
It is therefore not surprising that his work in Physics did not 
alone hold his attention. From 1911 onwards he contributed 
more and more frequently the results of various mathematical 
investigations in Economics and Statistics to the Economic 
Journal and the Jonrml of the Royal Statistical Society. Among 
those a series of articles on “ Public Loans and the Modern 
Theory of Interest” (1912) and on “The Rate of Interest on 
British and Foreign Investments,” in 1913, deserve special 
mention. In 1913 he attended the Fifth International Congress 
of Mathematicians held at Cambridge, and contributed a paper 
on “ The Disturbance of Economic Equilibrium.” In the same 
year he became the correspondent of the Royal Economic Society 
for South Africa. He married, at this time, at Cape Town 
Cathedral, Violet Douglas Renwick, daughter of the late James 
Renwick, shipowner. 

On the reorganisation of the School of Mines and Technology 
in 1916 he finally decided to devote himself entirely to Economics, 
and accepted the new Chair of Economics and Statistics in 
exchange for that of Physics. The eleven years which followed 
were years of indefatigable research both into South African and 
into international economic problems. In 1916 he published 
Economics in the Light of War, a little book which indicates 
admirably his calm, scientific and deeply sympathetic outlook. 
Ho was an admirer of Ricardo and his method, and a follower 
of the Classical Economists ; yet on every occasion he would be 
the first to point out where their assumptions or conclusions 
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were no longer warranted, and ready to support that more active 
‘‘ Development of a Collective Self-Consciousness in Economic 
Matters ” where this seemed desirable and practical, which he 
regarded as inevitable. Taking as the basis of his economic 
researches problems of importance at the moment, he would 
subject them to a searching analysis in order to unravel their 
deeper causes and more lasting effects. Thus already in 1916, 
in Economics in the Light of War, he was more interested in the 
lessons to be learned from the war and the co-operative economic 
experiments which had resulted in many countries, than in its 
more immediate economic results. 

In 1917 ho was appointed a member of the new Statistical 
Council of South Africa, to which, until his death, he gave 
unstintingly, and unobtrusively, of his wide knowledge of South 
African conditions in helping to lay the foundations of the 
national organisation and supply of statistics. 

In all his work on South African problems he showed the 
same impartial judgment which aimed always at emphasising 
the fundamental economic needs of the country and of the study 
of its problems, and resolutely shunned political controversy. In 
a preliminary survey of agricultural production, which formed 
the first of a series of publications issued by the South African 
Board of Trade and Industries, he counselled the national and 
regular collection of information and the systematic keejung of 
cost accounts, and showed how these could best be applied in 
organising agriculture on a sound basis. He himself followed up 
his suggestions for a more adequate statistical study of the 
Union’s problems by publishing in 1022 The Nafioval Resources 
of South Africa, in which he was the first to make an estimate of 
the national income of the country and to analyse comprehen- 
sively its economic activities. It was j)erhaps this book more 
than any other which directed the attention of South African 
legislators and students to the generally l<nv iiroductivity of the 
country, and to a truer appreciation of the contribution made 
to its welfare by the coloured and native population. 

In July 1920, at Bulawayo, in his Presidential Address to 
Section F of the South African Association for the Advancement 
of Science, of which he had for many years been an active member, 
he referred to that most important of all South African problems, 
the Native question. In hi.s address he summarised volumes of 
controversy in a few pithy sentences. With great foresight he 
showed how cither there would have to bo complete segregation 
of the races, or, quite inevitably, economic, and probably also 
racial, diffusion between them. He concluded his remarks with 
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the significant reminder “ that a country will in the end belong 
to the people who do its work.’' He gave evidence before 
numerous Commissions on South African economic questions, 
not the least valuable of which wa.s that tendered to the Gold 
Standard Commission in 1924. His appearance on this occasion 
illustrates his extreme modesty. Notwithstanding his wide study 
of Currency questions, he only consented to appear before the 
Commissioners “ to talk things over ” after being presseil several 
times to do so, and explained his reluetanee to give evideiie.e 
because he feared that his judgment on the material in his 
possession would be of little value to the CommissioiKTs. It is 
significant to record that the subsequent “ talk ” extended over 
some thirty pages of the evidence, and tliiit tlie ultimate report 
coincides almost entirely with the views tluTcin expressed. He 
was largely r(‘sponsible for the formation of the k'conomic Society 
of South Africa, of which he was a Vice-President. 

His activities in South Africa were not confined to his scientific 
work. Lehfeldt had a deej) love for music, in which, as w(dl as 
in literature and art, he was keenly int<'rested wlKU’cver lie went. 
For many years he was musical and drnmatii! critic for a number 
of South African news]mi)ers and was a in(‘inb(‘r of s(‘veral 
dramatic societies. H(^ sang in public on various occasions, 
among others in England, at concerts given liy his mother 
b(‘tween 1893 and 1896, 

Outside ^South Africa Lehftddt w’as known mainly by his 
work on Currency questions and his freqiuait contributions to 
the Economic Jochnal and other scientili(t journals. He had 
long been a studemt of problems connected with the value of 
money and the rate of interest, and it is not sur])rising that his 
first book, after his appointment to the C'hair of Economics, 
entitled Cold Prices and the Witwafersrand (P. S. King & vSon, 
1919), should have dealt with the relation of the su])ply of gold 
to the course of prices, with sjieeial referenc(‘ to tlie Witwatersrand 
gold output. In this book lie briefly sugg(‘sted a ])lan for regu- 
lating the value of gold rather by the international control of 
the supply of gold than of the demand for the metal. He 
elaborated the plan in 1923 in his book on Restoration oj the 
World^s Currencies, which was a study of the monetary ])roblems 
of the day wdth special reference to the ^irobahle long-period 
changes in the value of money. In 1926 he published a text- 
book on Money in the World’s Manuals Series, which was to be 
the forerunner of a comprehensive treatise on “ Mcuiey, iiududing 
a re-examination of the theory of international trade, on which 
he was engaged at the time of his death. He restated his views 
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on the possibility of stabilising the value of gold by means of 
the international control of the supply of gold in a series of 
articles in the Economist^ which were reprinted under the title 
Controlling the Output of Gold in 1926. In the following year ho 
published a text-book on Descriptive Economics. His books arc 
throughout characterised by a remarkable simplicity of style 
and clarity of thought, and by the happy ability of illustrating 
difficult economic concepts from everyday facts, which makes 
them especially useful to students. His keen interest in, and 
successful work on international economic questions is all the 
more to be admired as Lehfeldt had almost continually to over- 
come, as best he could, the lack of suitable statistical material 
and works of reference. It is deeply to be regretted that, cut 
off in the prime of his activities, it was not given him to realise 
his intention of continuing his research work overseas, after his 
impending retirement from the Chair of Economics. 

As an old student it is with deep gratitude and with memories 
of many pleasant years that I refer to Lehfeldt as a teacher. 
He was extraordinarily conscientious about the progress of his 
students. His well-balanced lectures aimed continually at 
stimulating interest in every branch of economic science and 
every type of economic activity. He took considerable pains to 
collect together a library representative of international economic 
thought notwithstanding the meagre funds at his disposal for 
this purpose. His lectures on elementary economics were made 
especially interesting by the success with which he presented the 
essential facts of economic life in an introductory descriptive 
course. He preferred teaching his senior students by holding 
frequent seminars, by stimulating continuous independent reading 
and by directing their attention to important local problems and 
asking them to wTite their views about them in order to discuss 
these with him. He instinctively understood the difficulties of 
others and presented his stores of knowledge with remarkable 
clearness and persuasiveness. To those who confided in him, 
and did not misunderstand his retiring modesty and shyness, he 
was a constant friend, adviser and helper. A large circle of 
friends and correspondents in Europe, America and South Africa, 
and his colleagues and students at the University of the Wit- 
watersrand will mourn his loss. South Africa is incalculably the 
poorer through the premature death of a deep thinker who, at all 
times, unbiassed by the many conflicting interests which domi- 
nate the development of a young country, directed his attention 
and the attention of all with whom he came in contact to con- 
structive efforts for the future. S. Herbert Frankel 
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Current Topics 

The following have been elected to membership of the Royal 
Economic Society : — 


Baines, H. 
Basenach, Prof. F. 
Beales, H. L. 

Bean, W. M. 
Bermudez, J. M. 
Best, R. D. 

Brian, A. V. 

Britnor, S. 

Butler, A. B. 

Che tty, G. V. 
Chilcott, A. 

Donald, W. J. A. 
Duncan, W. G. K. 
England, R. 

Ethell, J, C. 
Fitzhugli, W. E. 
Flaskett, A. 

Forsey, E. A. 
Goldberg, M. N. 
Gooding, I. 
Greenhill, E. 

Grcig, C. R. 
Hamilton, H. J. 
Handman,Prof,M.S. 
Harding, A. 

Harris, S. E. 

Hill, 1. C. M. 

Hori, Prof. T. 


Horner, F. 

Hughes, C. J. G. 
Innis, Prof. H. A. 
Isle, W. H. M. 

Iyer, T. G. M. 

Jager, W. P. 

Kitto, D. F. 

Koppel, G. 

Lawn, G. 

Lawson, G. R. 

Main, Miss A. M. 
Maples, C. J. 
Mardon, A. 

Marget, Prof. A. W. 
Maxton, (J. S. 
Meeker, J. E. 

Miller, F. J. 

Moghy, S. 

Morris, F. C. 
Mudgelt, Prof. B. D. 
Mynors, H. C. B. 
Ncf, Prof. J. U. 
Parker, G. F. 
Pearson, F. G. 
Phillips, P. 

Pitcher, R. J. 
Plucknett, Prof. 

T. F. T. 


Puplett, E. A. R. 
Richardson, J. C. 
Robbins, L. 
Rochfort, R. A., 
Capt. 

Routledgc, C. P. 
Russell, E. 
Secnivasagam, S. 
Slater, Dr. G. 
Smith, A. J. 
Stretch, T. R. 
Sutherland, Miss 
L. S. 

Taylor, F. W. 
Thomas, R. J. 
Tomlin, VV. L. 
Townsend, R. W. 
Tucker, W. W. 
Waite, T. H. 
Wedgwood, J. 
Whcllock, L. A. 
Whittaker, E. 
Willis, A. W. 
Willoughby, J. M. 
Worley, F. E. 
Yorston, R. K. 
Zvaitch, I. S. 


The following have compounded for life Fellowship of the 
Society : — 


Bladen, V. W. 
Brigdcn, J. B. 
Chamberlain, J. A. 
Chari, V. T. K. 
Cohen, V. 

George, C. F. 
Horner, F. 


Innis, Prof. H. A. 
Koppel, G. 

Mardon, A. 

Mudgett, Prof. B. D. 
Riches, E. J. 

Slater, Dr. G. 
Whyte, W. H. 
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The following have been admitted to Library membership : — 

Colgate University Library, Hamilton, New York. 

Christ Church Reading Room, Oxford. 

Hood College Library, U.S.A. 

Public Library of New South Wales, Sydney. 

Public Library of South Australia, Adelaide. 

St. John’s College Library, Annapolis, U.S.A. 

Union College Library, Schenectady, N.Y. 

University of Stellenbosch, South Africa. 

Vanderbilt University Library, Tennessee. 

Wakefield Teclinical College. 

We record with regret the death of the undermentioned 
Fellow of the Society 

Herdman, J. 0. 


We much regret to announce the death of M. Yves-Guyot, 
the great apostle of laissez-faire in modern France, in his eighty- 
fifth year. We hope to publish some account of him in the 
June Journal. 


Professor Allyn Young has been elected President of Section 
F of the British Association at the Glasgow meeting to be held 
this year. 


Two further Memoranda, published in collaboration with the 
London and Cambridge Economic Service, have been issued to 
Fellows, namely : — 

6. QuarUrly Bulletin of StatisiicSy January 1928. 

6. lieporl on Economic Conditions in Europe^ February 1928. 


Our Dutch Corresi^ondent sends us the following notes ; 

(1) A Bill has been .submitted to the Second Chamber in 
which the position of the Central Bank of Surinam (Dutch WVst 
Indies) is regulated. This Bill is almost identical with the Law 
on the Java Bank and differs from the present Charter in so far 
as the right to issue notes is to be granted for 15^ years, the 
reserves are to be increased, the .sphere of action of the bank is 
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to be enlarged (including the services to be rendered gratis to the 
Government) and the division of profits is to be altered. 

(2) A Bill has been submitted for consideration which renders 
persons of Dutch nationality resident abroatl liable to income, 
property and defence taxes, to be assessed on the basis of the 
maximum amount paid in respect of the same taxes during the 
last three years of residence in Holland, cases of default to be 
punished by the withholding of passports, registrar’s documents, 
etc. 

(3) The Dutch Employers Association has invited the trade 
unions to a joint conference. Tt refers in tliis connection to the 
lack of understanding and co-operation which has been only too 
much in evidence and to the solidarity of the interests of both 
parties, on a broad view. The invitation has been accepted by 
the trade unions and a conference was to take place in Eebruary. 



RECENT PERIODICALS AND NEW BOOKS 


Economica (London School of Economics). 

December, 1927. Tariffs and the Dislribulion of Foreign Trade. 
R. A. Lehfeldt. In this article, Prof. Lolifeldt adopts the price 
instead of the barter method, and gives diagrams for relating the 
trade of a particular country to that of the rest of the world. He 
uses both supply and particular expenses curves, in order to apply 
the method to both forms of returns. The reactions of protective 
policies are based on a derived formula; the reasoning on its 
application is difficult, and would have gained by elucidations of 
statement, but the method is original and ingenious. The Ex- 
planation of the Business Cycle. J. Scni MPETER. In an appreci- 
ative study of the analysis of Pigou and others, Prof. Schumpeter 
makes an important contribution of his own views, the outline of 
which thus becomes accessible to English readers. The Study of 
Primitive Economics. R. Firth. A plea for the consideration 
by economists of a wider range of phenomena, before general 
propositions arc laid down ; followed by a review of the work of 
^"^'Ucher and others in the field of the development of institutions. 
The Contemporary Backgrouml of Hobbes* “ State of Nature.** 
P. Doyle. Mu7iicipal Research Work in America. W. A. 
Robson. An account of municipal research bureaux, and their 
influence on local adm inistration. The M ethodology of the Measure- 
ment of Labour Turnover. I. Goddard. 

The Economic History Review. 

January, 1928. The Teaching of Economic History iii Schools. 
C. H. K. ]\Iaktin. Russian Work 07i English Economic History. 
E. A. Kosminsky. Credit in Medierval Trade. M. Postan. 
War Trade and Trade War, 1701-1713. G. N. Clark. The 
DcvelopmetU of the Cottoji Industry in France, and the Aiiglo-French 
Treaty of 1860. A. L. Dunham. 

The Economic Record (Melbourne). 

November, 1927. The Australian Public Debt. E. C. Dyason. This 
examination of the burden of the debt is ba.sed largely on the 
conclusions of Mr. SutclifTe’s Natio7ial Divideyid, which is the 
subject of a review and disemssion in another article, to which 
Messrs. L. F. Giblin and F. C. Benham contribute. (See also 
review in this Journal.) The conclusion is that the Australian 
Debt can be sustained on the income with comparative ease. 
Australian Productive Efficiency. C. H. Wiukens. An investiga- 
tion by the Commonwealth Statistician for the years 1908--24. 
The most marked fluctuations have been due to drought. The 
increase in production per person for the terminal in relation to 
the initial quinquennium has been for “ greater agriculture ” 
3 per cent., for manufactures 6 per cent., for a combined group 
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of industries 1*,6 per cent. Atistralian Credit as vieivedfrom London. 
H. CoLEBATCH. Chiefly a reply to certain London criticisms of 
Australian borrowing. New Zealand and Asiatic Immigration. 
T. D. H. Hall, The history of the Chinese question, and the 
racial issues involved. The Australian Tariff and the Standard 
of Living. A restatement by F. C. Beniiam, who continues this 
controversy, and is replied to by J. B. Brioden. Australian 
Business Finance. F. V. Magee. An examination of published 
balance-sheets of limited liability companies, in order to determine 
how funds are obtained and how disposofl among assets. The 
total number of companies examined is 619. The Mechanisui 
of Inlernalional Capital Tramfer under the Gold Standard. M. 
Palyi. An appreciation of Prof. Viner’s rescarclies, taken as a 
model study. 

Quarterly Journal of Economics (Harvard). 

November, 1927. Economics as a Field of Research. At.lyn A. 
Young. The social sciences differ from the physical in the 
special orientation of their problems, especially as regards the 
nature of the observer’s interest^ which bears on the extent to 
which historical research can co-operate with scientific inquiry. 
A discussion follows of group and individual research, with 
emphasis on the factor of constructive imagination, which depends 
on individual interest. The Monetary Situation in the United 
States, as viewed from without. 11. A. Lehfeldt. Notes, in the 
light of theory, on some recent tendencies, esp(‘oially the increased 
tendency to save on the part of the public, and that of manu- 
facturers and merchants to provide their own working capital. 
John Bates Clark ; Earlier and Later Phases of his Work. P. T. 
Horn AN. The National Income of the Soviet Unum. L. N. 
Litoshenko. A comparison, chiefly with the United States, of 
net* production by industries, income per head, and distribution 
of income between occupations and individuals. Classification of 
Land for Taxation. J. Van Sickle, fl'ho property tax on 
the market value of land is held to caus<‘ wasteful utilisation, and, 
after discussion of other methods, a classified land tax is suggested. 

American Economic Review. 

Decemrer, 1927. Rubber: a Case Study. \V. Orton. A statistical 
study of the growth of production in this century is followed by 
estimates of the elasticity of demand and supply, and is illustrated 
with important diagrams. Jt is concluded that the ri'striction 
scheme is limited to the functions of a temporary jialliative, and 
that the ideal control would be a control of phnting, but not on a 
national basis, hiterest Theory and Theories. H. J. Daveni'ort. 
Certain similarities between contract rents and interest arc noted, 
but rents do not explain, since tliey involve, interest rates. The 
discussion is therefore transferred to the market for funds, various 
points in the theories of Bohm-Bawerk, Clark, and Fetter being 
weighed in relation to cacli other. Going Value. B. W. Lewis. 
A discussion related to the article of Prof. Waltersdorf in the 
number for March 1927 concludes that “ going value ” should 
bo rejected as a concept without legitimate content. Friedrich 
von Wieser. 0. Morgenstern. 

No. 149. — VOL. xxxvni. M 
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Review of Econmnic Elatistics (Harvard). 

October, 1927. Review of the Third Quarter of the Year. The 
developments reflect a healthy condition of business in the U.S., 
and will operate, if continued, to sustain international commodity 
prices, and facilitate economic recovery in countries returning to 
the gold standard. The Theory of Economic Cycles based on the 
Capitalistic Technique of Produetion. A. Aftalion. In six pages, 
Prof. Aftalion gives a summary of the theory of his Crises 
pcriodiq-ucs de surproduction, and indicates the nature of the 
.statistical evidence involved. This method seems worthy of 
extension to other caso.s. Wholesale Coimnodity Prices in the U.S., 
1795 -1S24. W. B. Smith. Concludes that the main explanation 
of busiiuiss fluctuations in this period is the influence of political 
t'vents. A General Theory of the Correlation of Time Scries of 
Statistics. M. K. Ztnn. a general equation of time correlation 
yields a ‘‘ system factor,” which can be solved for. The method, 
applied to the correlation of interest rates and wholesale prices, 
gives the result that the int(;rest rate at any time “ is related in a 
systematic manner to the preceding values of wholesale prices 
well as to the coiicuiTcnt values.” 

Wheat Studies of the Food- Research Institute 
(Stanford University, California). 

November, 1027. The World Wheat Situation — 1926-27 : A Review 
of the Crop Year. In 1926-27 world acreage and international 
Oracle attained record heights, and the world crop apjHoached the 
record jdeld of 1915-10. But in most other respects the year was 
fairly normal. The crops were well distributed and no major 
producers harvested bumper crops or suirercd crop failure. 
World wheat stocks, wliich had been generally low at the 
beginning of the crop year, were larger than usual at its close. 

December, 1927. Statistics of American Wheat MiUimj and Flour 
Disposition since 1879. Flour consumption in tlie U.8. increased 
ill direct proportion to population uj) to 1903, but more slowly 
between 1903 and 1917. After the entry of U.S. in the war, it 
was reduc(‘d over 10 ]ier cent., and since 191 S has remained 
constant at the reduced level of nine-tenths of a barrel per head 
per annum. 

Jamjarv, 1928. Survey of the Wheat Situation Auqust to Xovernher 
1927. The world wheat crop, exclusive of Russia and China, now 
api>cars the largest in post-war years except 1923 ; but it is little 
al)ove the line of normal growth. 

Journal of Political Economy (Chicago). 

October, 1927. Indian Currency since the World War. J. L, 
Lauohltn. From 1917, when the price of silver raised the rupee 
out of the position of a token coin, till 1920, the exchange varied 
with the price of silver. The tlicory of i)iirehasing-i)Ower parity 
is not accepted as an explanation of variations. The writer deals 
critically with the Bai)ingtoii-8mitli Report, and is generally 
appreciative of the Young Report. Investigation of Industrial 
Disputes. C. F. ^V"An^E and M. E. Gaddis. An account of the 
Colorado law of 1915 for the compulsory investigation of industrial 
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disputes, modeUed on the Canadian Act, and requiring that strikes 
or lock-outs shall not be called until the expiry of thirty days 
for inquiry. Statistics of its operation arc tabulated, but on tb' 
whole the value of this plan is represented as doubtful. ^ 
Dynamical Theory of Economics. C. F. Roos. An elaborate 
mathematical analysis. The Federation of Catholic Workers of 
Caruida. H. A. Logan. Offerings in Ecommics in 1925-6. 
L. C. Marshall. An investigation into courses in Economics at 
Institutions in the United States, classified by States, Geographical 
Divisions, and Subjects, for 1910-11 and 1925-6. Mathematical 
and Statistical Economics. H. Schultz. 

December, 1927. Rate-Making and Excess Income. G. G. Tunell. 
The legal problem of valuation in the determination of fair rates 
by common carriers. The Impasse in Economic Theory. P. T. 
Horn AN. A discussion, with special reference to Clark and 
Marshall, of the relation of the theoretical constructions to the 
])ositive exploration of the pattern of modern economic life. 
Individual Cycles in Stock Prices. F. B. Ashby. 

Annals of the American Academy of Political and Social 
Science (Philadelphia). 

November, 1027. Eurojm in 1927 .* an Economic Survey. By 
Prof. E. M. Patterson. The general conditions are reported on 
by Prof. Patterson from inve.stigations on the spot, as regards 
population, migration and unemployment, production and produc- 
tive capacity, foreign trade and tariffs, tax burdens and budgets, 
])ricc movements and currency policu's, international indebtedness. 
Tlicsc matters, with much comparative statistical tabidation, 
and certain conclusions as to the outcome of existing financial 
strains, take up the first half of the Report. In Part 11, certain 
special j)ha.ses of European conditions are discussed by authori- 
tative writers such iis Prof. Ohlin on the currency situation, 
Dr. Lammers on the Cartel question, Mr. H. B. Butler on Labour 
in Europe. A great deal of material is made both available and 
attractive in 230 jjages. 

Revue d'£conomie Politique (Paris). 

Septembkr-October, 1927. Ukonomie pure dn systeme konomique 
present. E. Antonelli. A statement of equations of price, 
and a classification of economic goods. The problem of pure 
economics is the application of the former to the conditions and 
proportions of the latter. Les index konomiques. R. Roy. A 
mathematical investigation of indices, not yet coni])leted, yielding 
a number of general equations. Vaccord commercial franco- 
allemand. C. J. Gigeoux. Broils el inlO'cts Grangers en Chine. 
J. Escarra. Billets de banque et credits en banque. A. Pose. It 
is argued that these are not interchangeable in their influence, 
first, because a banker’s bank depends finally on its power of 
issue; second, because inflation by the method of bank cnKlits 
lias less influence on prices than inflation by direct note issues. 
This is due to the control exercised b}^ the banks over loans, 
which are thus directed to productive purposes, while control over 
note issues is lost. 

m2 
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Novembick-Decembek, 1927. Lta charges de VEspagne sur VAmerique 
an XV sikh, A. E. Sayous. U organisation scientifique du 
travail dans ses congrh. M. Aucuy. Droits et intnits etrangers 
tn Chine. J. Escarra. Les index economiques. R. Roy. 

Journal des ^conomisles (Paris). 

November, 1927. La houille et les rnAtaux en Extrtme-Orient. Yves- 
Guyot. Tlio resources are greater than the power to use them. 
Les covrs des valeurs de chemins defer en 1926. G. de Nouvions. 
“ La Carla del Lavoro.*' N. Mondet. A brief examination of 
the text of the Italian law of April 1927. 

riECEMBPm, 1927. Jean-Eaptisfe Say et la Loi des d(%oucMs. Yves- 
Guyot. La Trhorie des banques. P. Caubone. La fiscalit^ 
mobilise en France et a VHranger. F. ERANgoTS-MARSAL. 

January, 192S. Les rquilibres budgeiaires de 1027 et de 1028. Yves- 
Guyot. Suspension de la loi sur V exportation des eapitaiix et le 
redressement financier. X. 

Ikvue de Vlnstilut de Sociologic (Brussels). 

October-December, 1927. La formation des chefs d’entreprises. 
J. WiLBOis. The aptitudes are partially innate; the most 
favourable environments for development are la bourgeoisie 
ouverte sans excessive richesse, la fainille noinbreuse et morale, 
ct les groupements oil Ton ii’a pas un culte exelusif de la politifpie.” 
A general educational culture is the best completion of the right 
.'iualities. 

VlerteljahrsJipfte znr Konjiinkiurforschung (Berlin). 

2 Jahrgang, Heft 3. The phase of high activity which began to show 
itself at the end of August ha.s fully develo])ed. Credit is highly 
extended, bill drawings liave greatly increased, and outside the 
banking sphere there is an increase in the self-financing of industry. 
Though there are signs of the commencement of glut, the homo 
market is still able to support prices. But in some important 
branches of industry new orders are receding. A downward 
movement must be reckoned with, but the conditions are such 
that its effects can be alleviated. (End of November.) 

2 Jahrgang, Ergiinzungsheft 2. Saisonschwankungen iin WnrenhxiuS’ 
Umsdtzen. (Official.) Monoqiole and Konjnnktur. E. Lederer, 
An analysis of the influence of monopoly policy, distinguishing 
between Kartells and TVusts, with reference to accumulation and 
investment of returns. Deutschlamls Betriebskapital. JuLins 
Htrsch. 

Sonderheft 2. Die Prognose, der Schweinepreise. A. Hanau. 

Sonderheft 4. Die Analyse von W irlschaftskurven. H. Hennig. An 
elaborate statistical investigation. 

Bonderheft 5. Der C iiterverkehr und seine V eriinderungen in der Nach- 
kriegszeit. W. Teubf^rt. 

Wellwirlscliaftliches Archiv (Jena). 

January, 1928. Vorn Bedarf und den Grundlagen seiner Deckung. 
F. VON Gottl-Ottlilteneeld. Wissenschtft und Wirklichkeit. 
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A. Hesse. Das Prohhm der ausseren Handelspolitik bei FriedricJi 
List nnd Karl Marx. A. Mensel, Ideengeschichie dcr Ayrar- 
wissenscha.ft in Russland. J. Schtrkovitsch. Funktionen des 
Export- nnd des Imjiort-handels. E. Rosknbaum. Changes in 
the Purchasing Power of Manufacturing Labour Incomes in the 
United Etates, 1890-1925. P. F. Brissenden. Aii elaborjitc* 
statistical and graphical account by reference to localities, niaiiii- 
factnring industiies as a whole, and selected industries. 

Jahrbiicher fur Nationalokonoinie und Slatistik (Jena). 

October, 1927. Pom Sachgut zur socialen W illen prod ukt ion. A. 
Lamprecht. Entsprechung als Grundlagc der Ertragslhrorie. W. 
Weddioen. 

November, 1927. Zur Neuordnnng des Finanzausgleichs. P. 
Stucken. Ikdarfsdecknng in Haiishalt. Riedenaeer. 

December, 1927. Die Ganzheitslehre 0. Spanns. R. Staezmann. 
Die logische Natur der quantitativen slalisfischen Mcrkmale mil 
besonderer Beriicksichtigung des Problems der Gruppoibildung. P. 
Flask AMBER. 

Archiv fiir Soziahvissenschaft und Sozini poUtik {Tiihingen), 

July, 1927. Zwei Beitrdge zur Theorie der U mlaufgesrhwi ndigkeit des 
Geldes, II, Professor A. Sokoloff here makes an analysis, 
somewhat refined, but on familiar lines, of the influence of taxa- 
tion on the price level. The argument is mainly based on the 
ecpiation of exchange. More is said about indirect than direct 
taxes, and certain useful practical conclusions are derived : thus 
regulation of indirect taxes is esp('cially valuable to reduce non- 
productive consumption. Grundsdtze fiir die Anleihepolitik. 
Dr. R. Stucken discusses the principles of loan ])olicy in respect 
of productive and unproductive loans, and short and long periods, 
with respect to canons formulated by Wagner. (Careful dis- 
crimination is made of types of desirable borrowings. 

October, 1927. Preis- und Produktionsstabilisierung in einzelnen 
Produktionszireigen. Professor A. (\ Pioott writes an important 
article examining the po.s.sibilities of stabilising ])ri(;es and pro- 
duction in single branches of production. Generally speaking 
unions of producers are likely to be efleetive, since stabilisation 
w'ould lower production costs, le.s.seii future uncertainties and 
unemployment. Zur Einfiihrnng der folgenden Arbeit Knut 
Wicksells. Professor J. Schumpeter calls Wicksell the “ Swedish 
Marshall,” and says his work has not received adeq\^at(^ recog- 
nition. Main contributions are to theory of value and to theory 
of credit. Comparison is made throiighout between his and 
Bowley's work. Mathematische Kationalukonomie. Dr. Knut 
Wicksell. 

Zeitschrift fiir die Gesamte Staatswissenschaft (Tiibingen). 

September, 1927. Volkswohlstandslehre und VoJkswirfse/iaftslehre. 
Dr. K. Diehl gives a critical but clear and versatile revic\y of 
Professor Amonn’s Outlines of the Doctrine of Xational Welfare. 
The basis of Amonn’s scheme is a division into static and dynamic. 
He disa])proves of methods of pure economics, since the subject 
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is ovenA’helmiiigly a social study ; there is much more of value in 
historical method. Dr. DrEHL thinks Amonn leans to the Classical 
School, yet accords with Schumpeter’s views ; undervalues 
methods of equilibria; (h'als inadequately w'ith Capital; confuses 
Cassel’s tlicory of Price and Marginal Utility; and generally is 
too eclectic. Grundlagen dn {Sicvermoral. llR. 0. Veit thinks 
])ublic opinion on tax evasion is of deplorably low standard and 
discusses remedies exha\istivcly. 

Janu.\ry, 1928. WerteMeUe, Wertbegriffe, und Werttheorien. A 
Voigt. Kapitalzins und wirtschaftliche Entuncklung. 0. 
Englander. 

Schmollcrs JahrbucJi (Munich and Leipzig). 

October, 1927. Znr Fragc der Grenzprodukiivitdt. Dr. \V. Valk. 
Zur Froge dor GrenzproduJetivitat. Entgegnung avj don vorste- 
henden Aufsatz von W. ValL Professor J. Sitiumpeter. Dr. 
Valk asserts that the marginal doctrine, while valid for theory of 
value, is useless for distrii)ution. For this he would substitute a 
synthesis of it with the doctrines of the Walras-CJasscl school. 
Thus he disapproves of Schumpeter's eriticisms (‘f Cassel. Pro- 
fessor Schumpeter replies in defence of the marginal doctrine. 
The defence is direct, tenacious and illuminating. Die We^senji^ 
verivandtschaft des zwischemtaailkhen und biyinemtaallichen 
Zahinngsverkehrs. Dr. J. Scheffi>er. Zur Frage der Dyncmik 
v.ml der SysteviatoJogio des Geldes. Dr. J. J. Pikler. A lengthy 
philosophical discussion. 

Soienfia (Bologna). 

December, 1927. Nnzionalisma od intemazionaUsmo oconoinko. A. 
Loria. On the one hand, the chief feature of motlern times is 
the growth of economic internationalism in the form of inter- 
national cartels ; the export of capital; emigration; joint action 
by central banks; the international labour movement, etc. On 
the other hand, the.se movements provoke reactions inside the 
ditferent countries in favour of economic nationali.sm, as indicated 
by the raising of tariff walls; restrictions placed on immigration; 
the revolt of the backward countries again.st ( xj^loitation and the 
power of for(ugn capital ; differential dutie.s again.st dumping, 
against importation of goods made with sweated labour, etc. The 
words of Monsieur Louchour are quoted with approval : “ If it is 
possible, by means of a series of agreements between the princi})al 
industries of Europe, to create a peaceful atmosphere, a blow will 
have been struck at the causes of armed conflicts and more will 
have been accomplished for the maintenance of peace than by all 
the treaties of arbitration and disarmament that can be imagined.* 

January, 1928. U organisation rationelle de la production ckonomique. 
W. Ouv\LiD. A brief aj)prcciative account of t he “ rationalisa- 
tion ” idea in relation to the individual eiiterjjrise, the national 
combines, and the international agreements. 

Indian Journal of Ecmomks (Allahabad). 

July, 1927. Deficits and Siirpluse^s in the Accounts of the East India 
Company. P. M. Banerjee. The Hindu Taxation System. 
Dr. Balkrishna. The Influence of Custom in the Evolution of 
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Anglo- Americun Economic Society. C. A. Wakburton. Raiyati 
Holdings in Bengal. S. A. Latif. 

Okonomi og Politik (Coponhagon). 

This quarterly Journal of the Institute of Kconomics and History at 
Copenhagen was first issued for the quarter-year January-March 
1927. The issues to hand are accompanied by statements in 
English of the course of the Danish conjuncture up to the middle 
of last year. In addition to reviews of the home and foreign 
economic situation, amplified by eonjimcturc-curvcs, the fii’st 
issue lias brief articles on International Trade Agreements and 
Modern Conjuncture Investigation ; the second on the Problem of 
Employment after the War. 

De Economist (Haarlem). 

November, 1927. Over de mathematies-stastisticsr rnethoden voor 
konjunlctuurondcrzoek. J. Tinbkhokn. A discussion of the 
methods of constructing economic barometers, witli special 
reference to the “cumulative process” of K. 0. Karst en. The 
writer defends the method against the criticisms contained in the 
article on “ The Construction and Interpretation of the Harvard 
Index of Business Conditions ” in the Review of Economic Statistics 
of April 1927. Koloniah Staathmshoudkmide. J. (^. Kiklstra. 
What are the distinguishing marks of “ colonial economics ” ? — 
a detailed review of Mr. van Gelderen's lectures on “ Tropical 
Colonial Economics.” The tropical peoples must themselves find 
the way to direct participation in exchange in the world market. 
The coionisiiig power and the colonised people nuider each other 
economic services. Moel een Gcmeente leenen voor jaarlijks 
tcrvgkeerende Buitengewone IJitgavcn ? 0. W. Van dkr Pot. A 
cbntinuation of a controversy as to whether a local authority 
should borrow or pay out of revenue for recurring expenditure 
to meet the needs of a number of years. The article advocates 
payment out of r(*venue. Professor van Cijn re])li('s on the other 
side in a note attac^hed. 

December, 1927. De financitelc verhoiiding tusschen het Rijk en de. 
Gcmcenten. H. W. C. Boudewijk. A lengthy discussion, with 
reference to Dutch history and experience, of the relations between 
national and local finance, occasioned by the recent re])ort of the 
Dutch Hoyal Commission mi the subject. The distribution of 
function is the product of history ; it has grown and cannot be 
uprooted. “ Tlu^ commune is so much older than the unified 
state.” De onhvikkeling der moderne waarde- en prij-dar. W. L. 
Falk. An appreciative, but critical, summary and discussion 
of Dr. van Gelderen’s recent, book on The Development of the 
Theory of Value since 1S70. Dr. van Geldenui is criticised for 
over-stressing the Orman and Austrian j)oint of view and under- 
stressing the contribution of Marshall, Clark and the modern 
Americans. 

January, 1928. Is vrije Crediet-creatie door banken mogelijk ? W. C. 
Posthumus Meyjes. The opinion that banks can only grant 
credit out of what has been entrusted to them is correct from the 
point of view of the practical man, but from the scientific point 
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of view it is eirenooiis. Tii an analysis of the idea of a bank, 
Overstone, Gilbart and (kniaiit arc quoted; none of these refer 
to the cmtlion of credit as part of the l)ank’s functions. The older 
(lelinition lias Is come inappropriate, and the modern theory is 
that banks are not nuTely brokers and dealers but “ producers of 
money.” There is a primary demand for money depending on the 
rate of discount, and a secondary demand depending on the rise 
of prices Avhieh results from the primary. 'Jhis would h'ad to a 
constantly increasing demand for money, in the absence of any 
qui'stion of a gold cover or a manag(‘<l ciuTcney. Th(‘ same holds 
true of cr('dit which operates as a means of circulation. Aetna! 
conditions are diflVrent : (i) a considerable amount of “ chartal 
money ” is in circulation, with the distinguishing feature of being 
h'gal tmuh r, i.r. a ty])e (tf money that can be demanded. h]xperi- 
enc(' has taught the banks what proportion of their balances must 
be held in ready cash for thi.s purpose, (ii) Thf*re exist not one 
bank but several; tlu* loans of Bank A may a])pcar in Banks B 
or C. (iii) Not every credit is attractive to a bank; tluTc must 
be assurance of nqmvment of the ea])ital ; there is, thuTcfore, a, 
.selection from among those seeking credit. The comdusion is 
tliat it is not subject to reasonable doubt that creation of credit 
by banks is possible and may assume considerabk' proportions: 
but it is not “ free ” in the absolute sense, having r('gar(l to the thre e 
conditions specilied above; but it is relatively free in opposition 
to the view’ that- a hank can only give credit when it has ])r(^viously 
received a corresponding deposit. Recemt- tendencies in l)anking 
{pjj. concentration) have increased this freedom. 

Oiornak degli Kconomisll (Rome). 

Septe.mbkr, 1927. Ancora sulV oJJerUi del rispemnio. UiMBERT<’> 
Ricci. A continuation and developnumt of flu* articles on the 
])urc theory of int(‘rest coiitribulcfl by the autluu’ to tin- Olornale 
in Februar}^ and March 1926. L'AJbamn ed il suo riordinnmftito 
monefario. Adolvo Guijnelij. Stress is laid on the great part 
takf'H by Italian fiiianeial and commercial interests in tlu^ work of 
economic reconstruction in Albania. Albatiia until n'ccntly was 
nni({ue in only ])()sscssirjg a metallic currency (though of many 
types and origins); it has now been furnished under Italian 
auspices with a modern bank-note issue based on gol<l. liibUo- 
graphia econornka italiana. Tlu* lirst of a quarterly si'ri(‘s of very 
Inief summaries of })eri()dieal literature published in Italian 
journals on economic subjects. 

October, 1927. La cojnposizlont razlale. della popolazione Americana. 
Fr-\n'CO f^AVoRONAN. Osservazloni sul cmimereio fra I'ltalin e 
Veste.ro 7tei pruni iiore mesi del 1927. GtoRoio Moutara. The 
foreign trad(‘- figures for Italy during the lirst nine months of 1927 
show' that the eflectsof the ])artial revaluation and the stal)ilisation 
of the eurreney have been less severe than niight reasonably have 
boon anticipated. Howewer, the full effects have not yet been 
felt as int(‘rnal cost.s of production, especially wages, have fallen 
slower than the general level of prices. Cli investimenti indus- 
triali in regime di svalutazioim, Lukji Feoerict. A reply to 
iSignrjr Motta’s criticisms of tin; artick^ bearing this title which 
was ])ul)lished in the Giormih in eBine 1927. 
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November, 1927. Alcuni confronli inter nazionali in, inateria di 
rivaJutazione wonetaria. Gtoroio Mortara. International 
experience indicates the enormous difficulties which would have 
confronted any further revaluation of the Italian cuiTency. No 
country in circximstancos comparable with thos(^ of Italy has 
succeeded in bringing about a revaluation which is relatively 
greater tlian that which Italy has achieved. Le vicemde e, le 
ripercussioni della legislazione finanziaria di guerra snJl’ ordinn- 
mento iribuiario ilaliano. F. A. Repaci. 11 “ Manifold. Sijslem ” 
in relazione alV economia di persomile e alV efllcienza di lavoro nelV 
azienda bancaria. Mario Pagano. A detailed and favourable 
account of the “ Manifold System ” initiated in America, whereby 
much of the routine and documentaiy work in large banks is 
carried out by the aid of tabulating machines. 

December, 1927. Esperienze monetarie in (Jccoslovacchia. (Iil'skppe 
Bruguier. The monetary history of Czecho-Slovakia since 1918 
is summarised in a lengthy and wadl-doeumented article. The 
writer attributes importance to two conseqiKuices of the revaluation 
of the currcMicy : firstly, the preponderant position acquired by 
the l)anks over industry; secondly, the w'cakness of the prc.sent 
position of the National Bank in the moiu'y market. Le autovie 
nel sistema dei irasporii. M. H. Buccella. The dovelo})ment of 
motor transport should be left untramnudled by the State and 
should not be subsidised, save by the maintenance of good roads 
and by a reduction of the duty on motor spirit. BIbliographia 
economica italiana. Prospettive econoynichr l[)2S : vino. (iTOROIO 
INTortara. The world output of wine is increasing. In France, 
Spain and Algeria the out put for the years 1922-27 was a])i)reciably 
greater than for the years 1909-13, though it w'as smalhu* in the 
case of Italy. In Italy 6*4 per cent, of the cultivatetl land 
(including forests) is under vines, and the average Italian spends 
about 8 per cent, of his income on wdne. The writer suggests 
that these proportions ar(‘ excessive from the point of view both 
of ])roduction Jind consumption. 

Iai Rijorrna Sociale (Turin). 

Septembek-Octobek, 1927. Osservazioni sul principio " produlti- 
visiko ” di un side7na iribntario di guerra. Attilio Cabiati. 
Arguments are advanced on the basis of the productivity theory 
of taxation in favour of a ca])ital levy for the jiurposes of wait 
finance. L'imposta sul celibato neUa legislazione italiana. F. A, 
Rki’aci. a critical examination of recent Italian m(*asures for the 
ditfercntial taxation of bachelors. It is eontciKhal that these 
measures have betui faulty in so far as — (1) they have been based 
on other motives than the raising of taxation in accordance with 
capacity to pay ; (2) certain social classes have beem exempted, in 
particular soldiers and prie.sts ; (3) the rates are too high in the 
case of small incomes, the lowaxst of wdheh should be entirely 
exempted; (4) ex('mj)tion is not provided in the ca.se of those 
suffering from transmissible diseases, such as would make the 
production of children socially umlesirable. La misura della 
pressioyie delV hnposia. Antonio Deni. La pohlica cofnmcrciale 
doganale deW Italia prirna della guerra. Giuskim’E PhiisELLA- 
Vella. The commercial policy of Italy before the w ar is analysed 
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at some length and criticised severely on the ground of its 
protectionist tendencies. 

November-December, 1927. Cesare Beccaria e la politica agraria. 
F. Luzzatto. An account of the work and influence of an 
eighteenth-century agrarian reformer. Un tentativo di “ co- 
operazione integrals ” ispirato da un' etica religiosa. Giovanni 
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THE BUSINESS PROSPECT IN THE UNITED STATES ^ 
The Shadows on the Business Sun 

The argument to bo presented in the following leads out of 
the zone of demonstrable statistical fact into the twilight realm of 
speculative conjecture. The hope is that, by pausing to turn our 
backs for a short time upf)n facts about which we may speak with 
complete assurance and focussing attention upon suppositions and 
assumptions which rest upon a less secure foundation, a truer 
understanding of the current and prospective business situation 
may be achieved. 

The problems upon which it may be possible to throw some light 
are simple to state, but some of them are less easy of solution. 
Briefly, they are as follows : 

Why was the United States so extraordinarily prosperous 
during the live years 1923-27 ^ Why did the total sum of 
prosperity decline measurably during the later months of 1927 , 
bringing the volumes of goods that were being produced and dis- 
tributed to a level well below that which was achieved in 1926 
and evcui in 1923 ? And why has unemployment become so serious 
that governmental agencies are investigating, that politicians are 
shouting aye and nay, and that the new^spapers are featuring the 
bread lines on their front pages ? Why, in a word, has there been 
hunger in the midst of plenty ? 

The decline in activity is the current fact, and therefore the 
one that should engage the lion’s share of attention. Only so 
much of the background need be etched into the picture as is 
necessary to disclose the reasons for the decline. 

An Heretical Decline 

Naturally, a falling off in business activity at this time would 
call for scant explanation if it had developed in an orthodoxical 

' This article, by the editor of the Standard Trade and Securities Service of 
Now York, was issued to subscribers to the Service on April 9, 1928. It is here 
reproduced by permission of the Service. 
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manner. But, instead, it has been an heretical sag. There would 
be no difficulty in explaining it by the tried and true old standards 
if it had been preceded by a sharp break or a steep increase in 
cominodity prices, by a strain in bank credit, by the disclosure of 
dangerously large inventories, by that vague thing which is called 
inflation for lack of a better term, by a rapid increase in business 
insolvencies, or by any of the other generally recognised prophetic 
signals of economic distress. 

But none of these well-known beacons has been lighted. The 
national stage has been — and indeed still is — all set for prosperity, 
but instead, prosperity began to wane, it isn’t according to 
recognised principles. No wonder it is puzzling ; no wonder the 
future is becoming increasingly more obscure. 

The Standard Statistics Company’s explanation of our recent 
pros})crity is so lacking in complexity and prolixity, that it may 
seem almost childish to those who like to make things difficult. 
Assuredly it does not justify the elaborate investigations of the 
numerous European commissions and committees that have visited 
us during the past few years, to dissect our body economic and to 
carry the diagnosis back with them across the Atlaiitic. 

W(5 hold merely that the Americans have been more prosperous 
than the people of most other nations because they have had more 
goods to distribute among themselves ; that the Americans were 
relatively more prosperous in, say, 1927 and 192b than in earlier 
years because the secular trend of 2 )roduction has been rising 
considerably more rajndly than the population curve ; that it has 
been possible for us to increase our physical out])ut at such a rapid 
rate because of the adequacy of our natural resources ; because 
we have commanded the necessary ca 2 )ital ; because wi‘ have been 
developing and applying our stores of technical knowledge at an 
inordinately rapid pace; and because of the merchandising 
policies which have been adopted. 

Increase in Production 

The first article in this premise, at least, is suscej^tiblc of 
statistical proof. And perhaps also, as the discussion i)roceeds, 
other of the articles in the premise may at least be partially 
substantiated by economic analysis. 

The accompanying chart depicts the Standard Statistics 
Company’s index of the volume of industrial production in the 
United States since 1900. This is not a forecasting nor a baro- 
metric curve. It merely reports production facts, in terms of 
volume. The straight line passing through the production curve 
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is our matheme^tical computation of trend, or long term normal. 
The lower straight line reports the curve of population over the 
same period, and is charted upon the same scale as the production 
curve. 

The annual average increase in the production normal during 
the 28-ycar period 1900-27 has amounted to about 3 per cent. 
The annual average increase in population throughout the same 
period has been about IJ per cent. We have been abnormally 
prosperous during recent years (except for a brief period in 1924 
and since October of last year) because the actual volume of the 



product we have had to consume has averaged well above com- 
puted normal. Conversely, a period of depression would have 
been reported by a production curve which would have averaged 
below normal during the greater part of recent years. 

This recent period has been different, in many important 
respects, from any other period in our economic history. Let us 
now seek to isolate some of its most distinctive characteristics, 
hoping therewith both to explain it in some measure, to throw 
some light upon the recent decline that has occurred, and to lay 
the basis for forecast. Although not limiting ourselves to any 
particular time period, we shall mainly have in mind the half 
decade which has followed the great depression of 1920 r- 22 . 
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Biilwarkecl by Abundant Bank Credit 

Above all else we must remember that throughout this period 
American business has been working hand-in-hand with a sound 
banking and credit system. Doubtless we deify our Federal 
Reserve too abjectly, imputing to it omniscience and magical 
powers far beyond its real capabilities. 

Rut the fact remains that the system lias functioned beautifully 
during the past few years, that at different times it has e.vpandcd 
and contracted credit rather painlessly, that there have been no 
recent periods of real credit strain, that all of the money and all 
of the bank credit which legitimate business either needed or 
desired has been continuously available, and at rates which 
iijiposed no linancial penalty. 

Probably the story would have been dilferent had our supply 
of gold not been steadily increasing to the point of redundancy. 
But it is still true that we hare had an ample supply of cash and 
credit capital, favourable credit conditions, and an absence of 
credit strain. \Vc could not have been so prosiierous otherwise. 

Effects of the [.owAnrcniui'y Policy 

Of no less importance is tlie fact that business has been develop- 
ing a new inventory policy — a low-inventory ]jolicy. 'I'his is such 
a well-known fact that it calls for no proof and scant analysis. 
Rut it has countless ramifications, some of which wo may note in 
passing. 

It goes without saying that one reason why prosperity has 
endured is because at no time during recent years has there been 
an unmanageable mass of inventory overhanging the markets. 
A few lines have at various times developed stocks of goods that 
were much too heavy, and have therewith ])roniptly surrendered 
their prosperity for the time being. Rut the majority of lines 
have consistciilly remained on a low-inventory basis, and have 
for that very reason avoided serious marketing difUculties. 

Yet the light inventory i)olicy is unyieldingly intertwined with 
a great number of residuary and corollary policies. To name 
only a few of the most important : 

(1) Habitual low stocks must inevitably mean manufacturing 
over-capacity — ijerhaps gross over-capacity in many cases. 

No one ever made any sizeable profits or cemented any volume 
of customer good-will by turning away orders. The big manu- 
facturing concern especially, not only as a means of holding its 
old customers, but likewise as a bait for the prospective ones. 
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must be able to supply all of the goods that are wanted as they arc 
wanted. There arc two principal ways by which this end may 
be achieved ; either by carrying ample stocks, or by possessing a 
supple productive mechanism which can be accelerated very 
quickly when occasion requires. American business has for the 
time being apparently elected the latter course. Instead of 
carrying stocks to absorb peak loads, it carries excess manu- 
facturing equipment for that ptirpose. 

(2) Excess manufacturing equipment, in turn, creates another 
problem. Equipment costs money. Once purchased, the less it 
disgorges the more it costs, and conversely the more it disgorges, 
the less it costs. No manufacturer is gratified when his fine 
equipment sinks to the lowly status of the old grey mare out in 
the barn, standing there eating her head off. So ho tries to 
stimulate demand through merchandising policaes — anything to 
keep the steel monsters busy. The result is voIuuk* production, 
the ramming of goods down consumers’ throats (whether or no), 
usually falling prices, and always a tendency towards increasing 
the total volume of goods which society will have to divide among 
its various members. 

(3) But the big volume policy is at certain times more of a 
beautiful ideal tlian a practical achievement. During recent 
years it has been successful more often than not, as the production 
index reports, but there come times, now and then, when con- 
sumption falters and quakes under the strain that is being placed 
upon it. Mild cases of indigestion ensue — sometimes in this line, 
sometimes in that one, sometimes in the majority of lines 
coincidentally. A diet of milk and raw eggs becomes temporarily 
necessary, with the roast beef and the fancy desserts banished for 
a while. 

(4) At the same time, it must bo obvious that the low stock 
and big capacity policy, subject as it is to varying degrees of 
success at various times, must likewise mean dealing somewhat 
ruthle.ssly with labour. In the golden age of American industry — 
and everyone understands that any age except the immediate 
])resent is the golden age —the ideal was to level out seasonal and 
cyclical peaks by producing for stock when things were quiet. An 
even tempo of operation was the end which was sought. 

All of that is gone with the low stock policy. Labour must go 
and come as demand rises and falls. Some means will always be 
found for keeping the most skilful workmen busy most of the time, 
but a greater marginal supply that wo were formerly accustomed 
to in times of prosperity must constantly be in a state of lliix — 
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working one month, standing on the street corner the next 
(figuratively speaking). 

One of the most shocking things in American business to-day 
is a visit to Detroit or Akron when the automobile, the automobile 
accessories and the tyre industries are coincidently in one of the 
recurrent doldrums. No less shocking is the fact that, apparently, 
tens of thousands of workers have come to accept this kaleidoscope 
laying off and laying on as inevitable, as an integral part of the 
present-day scheme of things, and as something about which 
nothing can be done. 

(5) The low stock and big capacity system has made it feasible 
to dispense with the services of many jobbers, distributors and 
wliolesalers. One of the chief former functions of the middleman 
was to carry stocks. Those who have been so displaced have been 
obliged to otherwise engage themselves (if possible). 

(6) The same policies have reduced the fluid working capital 
that business requires, but doubtless have increased fixed or total 
overhead charges, although, of course, have not increased n?iit 
overhead costs. There is some basis for the assumption that the 
reduction in necessary business working capital may, to a certain 
e>tent, have helped to finance the increase in physical capacity 
which has been achieved. 

It may be well to point out that the low stock policy has not 
yet had its test by fire. As will he shown later, it has been 
prosecuted during a period when the major trend of commodity 
prices has been downward. No one knows whether the policy 
would endure on a rapidly rising price curve, when earnings would 
be increasing as the volume of stocks increased. The potentialities 
are not pleasant to contemplate. With industry’s current 
capacity and efficiency, if a wave of rising prices should dictate the 
wisdom of greatly increasing the size of inventories, we could have 
stacked up, in a relatively short time, a mass of goods more 
menacing even than came into sight when the post-war boom 
collapsed. 


Problems of Production ami Selling 

Wg may now leave the problems of inventories and their 
numerous ramifications for the time being, and turn to a few of 
the other recently matured aspects of our current business 
structure. Business is conducted for profit. When a corporation 
finishes its quest for profit it liquidates; when an individual 
becomes no longer interested in gain he turns philanthropist. It 
is an a priori assumption that every business concern exists 
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primarily for the purpose of winning profits, and more profits, and 
still more profits. 

Speaking by and large and unromantically, therefore, every 
basic business fact must always be geared, some way, somehow, 
to the profit incentive. Few business concerns arc satisfied with 
stable profits ; most wish expanding profits ; none is humiliated or 
oppressed by a shameful sense of sin when the expansion is rapid. 

There are many royal highways to the Arcadia of enlarged 
business profits. Among the most classical types of effort in this 
direction is the attempt to increase the volume of goods produced 
or handled ; or to accelerate rapidity of turn-over ; or to increase 
selling price and therewith take the differential out of the con- 
sumer’s hide. The latter line of endeavour reached its zenith in 
this country with the hour before the dawn of the trust-busting 
era. Failing achievement along any of these simple routes, a 
reduction in costs becomes effective. 

It is our judgment, quite unsupported by statistical demon- 
stration, that next to the constant scramble for greater volume 
American business during the past five years has devoted more 
attention to cost reduction than to any other factor in the profits 
equation. There arc likewise grounds for the assumption that 
greater headway has been made in this direction during recent 
years than in any preceding period of .similar extent in American 
economic history. 

The Fight Agaimt ro-s/.s 

In most cases it has been impossible to permanently increase 
selling prices. Over-capacity and the unremitting (‘iideavour to 
make that capacity disgorge as great a volume of goods as the 
markets can be bludgeoned into swallowing, are not consistent 
with run-away commodity prices. So we have witnessed the 
phenomenal spectacle — unbelievable a few years ago — of rising 
prosperity on a generally declining price level. Indeed, para- 
doxical as it may seem, falling prices have given one of the 
evidences of our prosperity. 

Costs are the natural and the eternal enemy of profits. They 
become all the more diabolical and iniquitous when commodity 
prices arc sagging. By nccc.ssity as well a.s by choice, business 
has been forced during recent years to wage an unremitting battle 
to get costs lower. 

Business has not cut selling costs — indeed, it appears to have 
generally increased them, and in some lines to have increased them 
at such a rate that grave doubts are being raised. 
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Modern competition not only comprehends tlie struggle for 
consumer preference, but it comprcliends cost competition as well, 
^larket price more or less takes care of itself ; the individual 
producer or distributor, operating in a free market, can do little 
or nothing about the price at which his goods will sell. Thus a 
Firestone tyre of a specific size, containing a given amount of 
rubber and cotton, sells on about the same price basis as a Good- 
year or a Fisk or a Seiberling tyre. Ward’s 11 -ounce loaf of 
liread sells at the same price as Cushman’s 1 1 -ounce loaf. General 
Electric Coiujiany’s dynamos, of given size and delivering a 
certain standard of performance, sell for about the same as those 
of Westinghouse. All of this is essential in conditions of true 
competition. 

f.oio Costs — With Margrns 

It goes without saying, then, that in any competitive market — 
and the average American market is really a competitive one — 
the business establishment that will enjoy the widest margin will 
be the one which enjoys the lowest costs. 

Modern business worships its machines — and the term is here 
m ^'d in its generic sense, as a name for any type of mechanical 
apparatus that replaces work done by the human hand, rather 
tlian in its strictly technical sense. The efficiemey of the machines 
themselves, the intelligence with which they are operjited and 
arranged, will often liave the final word to say in a given industrial 
concern’s annual profits. 

The president of one of the largest specialty inanufaetuiing 
concerns in the country a few weeks ago told us that machine 
replacement constituted the largest single element in his operating 
costs. He asserted that, in theory at least, his company woidd 
retool its entire establishment over-night if it could be demon- 
strated tliat it (’ould materially reduce long-term costs by so doing. 
Many times in recent years, he said, it had been found feasi})le to 
scrap machine equipment which was less than a year old. 

The, Mach' no Tradition 

Now the best of all machines, in the traditions of a profits 
economy, are those that will produce the greatest volume of 
product with the least amount of labour. Visualise, for a moment, 
a mechanism which requires ten operators, and turns out, say. 
1,000 units per day. Obviously, it would bo good business policy 
to replace that piece of equipment with a faster one which would 
turn out, say, 2,000 units a day. Or it would be similarly wise 
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to replace the old machine with a new one which, although it 
would continue to turn out only 1,000 units a day, could be 
operated by five men instead of ton. But most handsomely of 
all it would pay to replace the existing ten-man- 1,000 unit 
equipment with a five-man-2,000 unit one. 

Here we have touched upon one of the most vital facts in our 
present economic structure ; one which is so plainly beiK'ath our 
noses that its importance is often overlooked 

The steady increase in the elTectivcness of our im^chanical 
equipment, of course, has to no small degree been responsible for 
the expansion in the total volume of our product. But at the 
same time there is ground for the belief that this same fact lias 
likewise been partially — although by no means wholly— responsible 
for the unemployment which now exists. If a more etheient 
machine docs not actually result in a reduction of labourers in 
the X YZ Corporation’s shop, it is quite likely to result in displace- 
ment of workers in the ABC Corporation's sho]), assuming that 
the latter concern directly competes with the former. 

placement of Worker.^! 

Those workers who can retain their jobs as scicuice makes 
industry more (‘fheient arc^ happier, economically, than ever before. 
Their employers can allord to pay them higher wages, and with 
total output increasing while prices tend mainly downward, their 
]mrchasing power rises correspondingly. 

Some of the workers who lose their jobs in the elliciency 
shutTlo are absorbed in new or in other growing industries. But 
the transition ])eriod is always painful and, sometimes, over sliort 
periods, it becomes tragic. In the long run there is no escape 
from the conclusion that society is greatly beiu^fited by lower 
industrial costs and accelerating industrial elliciency. But in the 
short-term view our brilliant technical achieveimmts appear to 
bo developing some of the gentle cannibalistic traits of Franken- 
stein’s monster. 

An Era of New Inrention'^ 

The reduction in costs by competition among machines is all 
part and parcel of the fact that in the present business era our 
technicians are more numerous, more effective, possess a greatcu* 
body of knowledge and are applying that knowledge more 
successfully than in any preceding era. This is an ago of matchless 
marvels in discovery and invention. During a single week 
recently one read in the news columns of the Ac<e } ork Tunes 
accounts of Bill, the mechanical man invented by a scientist at 
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the Westinghouso Co. ; of a now motor said to develop power from 
the force of gravity ; of a process for transmitting power by wire- 
loss ; of further dcivclopnients in televox and television ; and of a 
device by which motion pictures can be taken at the rate of 
20.000 per minute. 

One captain of industry tells us that his staff sees scores of 
inventors every day ; 99 per cent, of them are cranks and 
nuisances, but they must all be seen, so that the 1 per cent, with 
a valid idea can be negotiated with. 

The Army of Engineers 

This is an age of engineers. Our colleges keep pouring them 
out by the thousands every June — mechanical and electrical 
engineers, hydraulic engineers, irrigation engineers, chemical 
engineers, efficiency engineers, production engineers, and so on 
down the long, long line. The bounteousness of the supply is 
attested by the wages at which the engineers begin their eareers. 
Successful corporations can afford to have them in droves, and 
once in the industrial legion, their progrcs.s from privates to 
corporals to sergeants to lieutenants and so on up to major- 
ge^ erals in the army that has been enlisted to battle with costs 
becomes merely a matter of their individual capabilities. 

American soci(‘ty owes much to its colleges, but for our 
material happiness we probably owe more to our engineering 
colleges and departments of chemistry than to any other branch. 
This is not to say that engineers and chemists have become as 
important as sales managers in our profits economy, because sales 
manager aces who can really move the goods are probably much 
more scarce than expert scientists. 

But it is evident that the scientist is one of the keystones in 
our current business structure ; that his work is not only to create 
new things but to devise means of making the old things more 
cheaply; that the corporation which pays him his salary must 
measure his usefulness on this utilitarian basis, nine times out of 
ten, and that if ho is really useful (in the corporate view) his 
achievements must not only bring about profound readjustments 
from time to time, but must likewise be constantly occasioning 
pain to those whose .services or products may be dispensed with as 
transition from one cost level to another occurs. 

Selling MeJthods 

Reference to the functions of the sales manager in the fore- 
going suggests another essential characterisation of our current 
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business structure. This is an ago of expert, scientific mer- 
chandising. Any corporation which produces or handles con- 
sumers’ goods, if it can command the right type of merchandising 
brains, and if it has the ability and the courage to throw enough 
money into the breach, stands a very good chance of success in 
forcing the American consumer to buy its product in volume. 

Old Gold cigarettes constituted last year’s best example. An 
old line tobacco company found that it did not possess a best 
seller. It now has a best seller. Merchandising did the business, 
and that statement does not disparage the merits of the product. 

A year earlier there occurred an even more brilliant mer- 
chandising achievement. A certain proprietary medicine com- 
pany producing a compound which was being principally used as 
a gargle, made the revolutionary discovery that this same product 
helped both dandruff and halitosis. 8alos volume therewith 
measurably increased. 

These are only two examples of the thing that we call successful 
merchandising. Hundreds of others could be cited. The point 
is this : modern merchandising efforts achieve something more 
than the creation of the desire for a product ; they can, indeed, 
force consumers in vast numbers to purchase the product. 

Costs of the New Methods 

There arc those who, dehuiding present high sale costs, say that 
this bus been one of the factors in extending the total volume of 
our physical product. Perhaps they are not far from the truth. 

Many business men of the more conservative school look 
askance at the wasteful methods of distribution which arc 
developing — and at the apparent success of these methods. The 
truth is that the experiment has not yet had a conclusive trial. 
Before condemning it we should watch further. The only basic 
economic question is whether the creation of irrepressible desires 
by costly selling programmes contributes in the long run to the 
general economic welfare ; there is no question whatsoever but 
that up-to-the-minute merchandising has contributed enormously 
to the profits of certain individual corporations. 

In either case, high-pressure selling is a current business fact 
which must fit into all of our analyses. We cannot lose sight of 
the truth that by scientific selling people can be made to desire 
and to buy certain kinds of goods, making payments from past, 
current or future incomes as the case may be, and that the total 
sum of the product which wo exchange among ourselves may have 
been profoundly affected thereby. 
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Not Applicable to All Lines 

Steam valve merchandising is not a general hut a specific fact. 
It is applicable to virtually all types of consumers’ goods, and to 
certain types of producers’ goods, but not to raw materials. 

All of those who produce or handle goods to which it is 
api)licable do not employ it. All who try it do not employ it 
successfully. Varying degrees of success in big-scale mer- 
chandising progj'ammes, therefore, create great irregularities in 
tlie pros])ority of different corporations; create rapid and arti- 
ficial sliifts ill demand which bring not only triumph to some but 
hardship to others. 

Raw material producers, of course, are greatly at a dis- 
advantage in a programme of strong-arm merchandising. 
Stimulation of buyers’ preference for a given good mainly means 
brand specification. You may be quite certain that you want a 
General Motors automobile, but you do not care a fig wludher tlu^ 
United States Steel Corporation or the ]3ethl(‘hem St(‘el (Cor- 
poration rolls the sheets for the body and fenders. 

The Mcayilng of Abundant Capital 

Bearing upon all of the foregoing has been the abundance not 
only of banking capital, but of ])rivately controlled capital. The 
personal consumptive habits of those who derive large profits from 
business enterprise are, after all, rather closcdy limited. Even 
the number of steam yachts and Rolls Royces and country estates 
and pairs of silk underwear which a given individual can enjoy an^ 
rplati>'dy few. Somehow, some way, the lion’s share of the jirofit 
w'hich business returns in any given year gets back into business 
itself, for the simple reason that there is not much else to do with 
this surplus. 

Conipeiiiion of Capital 

So w^e have another kind of competition — competition of 
capital. This type of competition always asserts itself most 
conspicuously in the security markets. If it doesn’t ap})ear 
feasible to start a now factory or a new store, you can always buy 
an interest in an existing factory or store from someone else. You 
buy, of course, at rising prices in a period of prosperity — indeed, 
the rising security prices themselves are to no small degree pre- 
dicated upon the eagerness of A to buy B’s interest in what 
appears to be a good proposition. 

vSo successful business concerns liave become enormously high 
priced. A simjdc computation which we recently made reveals 
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that the total' market value of the outstanding securities of 
twelve leading industrial concerns amounted to 4-2 billions at the 
beginning of 192:i and to 5*0 billions at the beginning of 1925, as 
compared with 10*0 billions at the present time. Thus current 
valuation of the securities of these twelve conspicuously largo 
corporations is respectively 155 and 113 per cent, greater than at 
the beginning of 1923 and 1925. 

Lower Rehmi on ('apilal 

The owners of industry are, of course, finding themselves, 
under prevailing conditions, obliged to accept a lower return upon 
their capital than in former years. There is, we believe, a funda- 
mental tendency in this direction, and this tendency is likely to bo 
further accentuated over a i)eriod of time. That is one of the 
reasons why the Standard Statistics Company is optimistic as to 
the long-term outlook for the prices of high-grade bonds and high- 
grade preferred stocks. We believe the hUjli-grade investnumt 
security structure to be now upon a permanently higher level, which 
will not bo greatly lowered unless thoroughly unsatisfactory 
conditions in the money market eventuate. 

Putting Profits Back into Business 

Surplus funds compete not only for the ownership of business 
(‘iiterprise, but in the extension of enterprise. But in this held of 
comp*etitioii it is the undhkled surplus which is the most j)otent 
force — and by undivided surplus is meant that portion of a 
eorporati(3n’s profits which is retained in the business rather than 
disbursed to security owners. 

For lai’ge and successful corporations taken as a group, we 
(estimate that in a year of normal prosperity from 35-40 per cent, 
of net profits are withheld from bond and stock holders to be 
reinvested in the business itself. Several past years of adequate 
profits have made this annual sum which is Avithheld bulk very 
large, both actually and relatively. It has been an item of 
transcending importance in extending the ca])acitv and the eiiec- 
tiveiK^ss of our business mechaiiisiu, and of developing it further. 

There is one school of economic thought whieli holds that one 
of the principal factors in bringing any period of prosperity to a 
close is the tendency to over-capitalise business —that is, to invest 
such great sums in capital goods that tlie resultant flow of con- 
sumer goods must ultimately become too great for tlie markets 
to carry. Remember, however, that this premise was framed 
before the era of high-pressure salesmanship. Whde no cautious 
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person cares to risk the penalities of flatly disputing it, it must be 
confessed that, in the light of our knowledge of the present scheme 
of things, the theory must be re-examined with at least a mild 
leaning towards scepticism. 

The Size of Profits 

In the preceding, reference has been made in several instances 
to the fact that business profits have been adequate in many cases 
tluring recent years. Perhaps one will demand just a little proof 
along with the statement of the fact. There is not space here 
available to demonstrate the proposition in all its varied aspects, 
but there is one short cut which will at least suggest the under- 
lying truth. 

Corporate profits are most frequently re 2 )()rted to the invest- 
ment public in terms of earnings per share of common stock. And 
as is well known, many business concei ns do not like to appear to 
be earning too much, so they have a sly habit of befogging the 
situation by stock dividends, stock splits, changes in par value of 
stock, etc. 

Some time ago the Standard Statistics Company began a 
series of computations designed to show what a number of con- 
spicuously successful industrial corporations would actually be 
earning per common share at the present time if the common 
stock unit had remained the same since the year which witne^ssed 
the beginning of the Great War (1914). 

We are not yet ready to make a complete report. But a few 
preliminary computations are available. These show that, if 
the unit value of the common shares of th(^ following eor])orations 
had not been changed from one to half a dozen times during the 
past fourteen years through stock dividends, s])lits, etc., 1927 
earnings jier common share ($100) would have been reported in 
these terms : 

1927 Earnings 
per 1914 Shares. 


Case Threshing Machine .... $37 

United Fruit . . . . . . .41 

South Porto Pico Sugar ..... 45 

Sears, Roebuck ...... 63 

Woolworth . . . . . 71 

Firestone Tyre ...... 339 

Nash Motors 415 ^ 

General Motors 551 


^ Afe least ?415. Company was organised in 1916. 
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The Increase in Equity 

These figures, of course, do not report the growth in the 
profits of business in the aggregate during the past fourteen years, 
because they are for concerns which have been especially successful 
rather than for the average corporation. But they do serve to 
illustrate, even though perhaps in exaggerated terms, the principle 
here under consideration. 

Successful corporations have increased their profits* so 
spectacularly because of the growth in their equities. By con- 
sistently ploughing a certain percentage of profits back into the 
business, it has been possible to greatly increase capacities for 
production or distribution, therewith making profits yield still 
greater profits. 

But note that the increase in equity is fundamental to the 
conception. A given business, to make its profits produce still 
greater profits, must either increase the volume of goods that it 
handles or decrease its unit costs. The increase in volume can 
to a certain extent be absorbed by a rising standard of living; 
often, however, a portion of the increase comes at the expense of 
someone else. If the increase in profit comes solely by decreased 
unit cost, here again someone more often than not must pay the 
})ipor. In any event, the growth of the profits of large and 
successful corporations almost always dictates certain readjust- 
ments as between all corporations competing for the same market, 
and must therefore usually have a painful as well as a constructive 
aspect. 

Certain other essential developments which have had an 
iin])ortant bearing upon the level and the trend of our prosperity 
curve during the recent past may be cited very briefly, without 
the necessity for extended collateral analysis. 

Era of Consolidations 

We are in an era of business consolidations. Occasionally, 
of course, only the bankers who float the securities profit by 
consolidations. But in virtually all cases the original intention 
of the industrial parties to the consolidation is an increase in 
aggregate profit by a decrease in aggregate costs. This usually 
means a reduction in the total number of workers employed after 
the consolidation has been accomplished. Often it means 
increasing mortality among the small competing concerns wdiich 
cannot successfully compete on a cost basis with “ big business. 

The chain store movement is only another aspect of the con- 
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solidation movement. The chain stores do not absorb existing 
stores so much as they establish new competing units. The net 
result is the same : rising mortality among the less efficient 
retailers, which is fine for society because it reduces retailing costs 
and presumably retail prices, but hard on the inefficient retailers. 

New Industries 

\V(i are in an era which is experiencing both the birth and 
development of many new industries, and rapid shifts in the old 
ones. Creation of a demand for radios at first diminished 
demand for victrolas and pianos, just as the earlier creation of 
the demand for victrolas and piano-players had diminished the 
demand for piano lessons. The billions of dollars that we now 
spend annually for new automobiles, for automotive repairs, 
replacements, fuel and garages, ])rovide several million workers 
with the means of livelihood and several thousand corporations 
with excellent net incomes ; but beyond any doubt this new and 
growing field of expenditure represses our demand for the products 
of certain other industries. Good for the automobile j^eople, but 
ar bad for the corn and horse growlers as bobbed hair is bad for the 
hairpin people. 

As a further example, a new type of textile industry has been 
developing in the South, probably more scientifically located than 
the New England textile industry, and likewise probably more 
efficient. Good for the Houth; bad for New England. 

We have had a constant light against fuel costs, talving the 
form of greater efficiency in fuel utilisation, accompanied by a 
decreasing volume of demand for certain types of fuel. On top 
of this there has been chronic over-production of the fuel that was 
needed. Fine for the consumers of fuel; not so good for the 
producers. 

Summary and Outlook 

Need one extend the category further ? The licart of the 
whole matter is this : The trend of aggregate production in this 
country is more rapidlyjupward than is the trend of population. 
This means a rising trend of material happiness, for the simple 
reason that it means a greater aggregate jihysical product to 
divide among ourselves. 

But the slope of the production curve is not uniform in all 
lines of business. There has been a rapidly rising trend in soukj 
lines, a more slowly rising trend in others, a horizontal trend in 
still others, and in some cases even a declining trend. These, in 
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conjunction with other factors, have necessitated grave readjust- 
ments as between various lines. 

The torrent of new inventions, the success of the scientists in 
reducing costs, have likewise occasioned not only readjustments 
as between various industries, but as between employers and 
workers, and as between individual competitive corporations in 
the same line. 

Is there any wonder, then, that from time to time the tempo 
of general business activity, under sucli complex conditions, 
becomes discordant ? There should not be. The marvel is that 
when things get out of joint the effects are not even more serious 
than they actually liave proved to be in recent years. 

Necessity for Broad Readjiidment.'i 

The Standard Statistics Company believes that to a con- 
siderable extent the decline which occurred in general business 
activity last year was stimulated by the fact that necessary 
readjustments in a swiftly changing business order have slowly 
become cumulative, and have asserted themselves with particular 
violence at this particular time. The drop has been accentuated 
by other developments of a temporary and transient nature 
(floods, strikes, etc.), and of course many other factors which 
could not even be suggested here also have been contributory. 

But we believe it probable that the most influential sin<jU 
factor has been the cum ulatire effects of some of the basic develop- 
ments which have been alluded to in the foregoing. 

VVe come, then, to the forecast. 

Tliis country is rich beyond the wildest dreams of any other 
people that has inhabited our ])lanet. It has become astoundingly 
prolific, mechanically. It has been building up a vast store of 
technical knowledge as the fecundity of its mechanical equipment 
has increased, and is each year training more and more technicians 
both to apply this knowledge to material things and to increase 
still further the common ston^ of technical knowledge. 

Barring a money stringency, barring inflatioii in bank credit 
or commodity prices, barring an unexpected national disaster 
such as a great war or a general crop failure, w e see no reason why 
our people should not go on, over a period of years, increasing the 
volume of their product more rapidly than their own numbers, and 
therefore increasing the total sum of their mater ial w^elfare. 

This means that we regard the recent decline in activity as in 
the main a temporary one— a rather violent ripple across an 
established trend line, but one w’hich should be later succeed cal hy 
No. 150.— VOL. xxxviil. ^ 
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a corrective rise in the business curve. There is nothing at all in 
the basic determinants of business which validates the assumption 
that the recent deeline in activity marks the initial stages of a 
period of real depression. Sueh readjustments as a changing 
business structure have necessitated in the past have always been 
made, in the fullness of time, and there is no reason to assume that 
they will not be made in the future. 

The current period of indigestion may be more prolonged than 
other similar ones during the past few years have been. Business 
may be mainly quiet for a number of months to come, and may 
or may not sag off somewhat farther later on this year. But we 
hold that business cannot become seriously depressed so long as 
our credit situation remains as strong as it now is, and that, 
granting a continuance of this favourable credit condition, it is a 
question of months rather than years until the corrective up-swing 
announces itself. 

The only danger point of immediate importance which we can 
discern is the speculative situation; the props beneath the 
speculative price structure a})pear to be steadily growing less 
secure. 

Laurence H. Sloan 



THE LIBERAL INDUSTRIAL REPORT i 

TfiE short-lived Ministry of Rceonstructioii, and the move- 
ment of which it was the official embodiment, was an ilhiminn,ting 
episode in the relations of Stale and industry. Its objects were 
so wide and its achievcmt^nts so small. There seemed ample 
justification for its creation ; the war had involved great changes, 
anrl the return to peace would involve changes ecpially greiit; 
society was plastic, and the war expia ience s('em(‘d to prove that 
Government had the powcT to mould it. Yet little or nothing 
was achieved ; on the contrary, an uncontrolled fnaizy of specu- 
lation and profit-making was succeeded by an unprecedented 
depression, which Government did little to ])revent or mitigate. 
It was not for want of proposals that reconstruction was held 
up; the variety and range of seluunes put forward was the 
diiriculty. It was th(‘. lack of driving force for any programme. 
There were only two sources from which such driving force might 
have come, OiU' was the Government of the day, whi(‘h, with 
the most benevolent intentions, was more than fully occupied 
in negotiating a p(‘ace treaty and adjusting the relations of this 
country with the rest of a disturbed world; the other was an 
instructed and widespread public opinion, that might have 
directed to possible 2)roj(‘cts such attention as Government could 
spare for domestic reconstruction. For the latter to be (ireated 
incpiiry was essential, and the necessary incpiiry had not been 
made. No authoritative commission or committee had attempted 
a survey in the detail that reveals urgent and practicable reforms. 
With the dejuession the need of such inquiry was gradually 
realised, and mueh has been done; it is hard to believe that 
Government policy would not have been different if the reports 
of the Colwjui and Balfour Committees, the Agricultural Tribunal 
and the Samuel (Ymmission had been eom])let(‘d and co-ordinaied, 
say, by the beginning of 1023. As it is, the first serious attempt 
to survey the position and needs of British industry after tlu‘ war 
as a whole is the w'ork of a private and uiu»Hicial body, and 
app(*ars in the tenth year after the war ended. 

A report that bears a party label is inevitably suspect, dhen^ 

^ Britain* a Industrial Future, beinr/ the. Report of the Liberal Industrial Inqmry 
Kiricst Uemi, Ltd., London, 'Is, (5d. n*t). 

0 2 



194 


THE ECONOMIC JOURNAL 


[JUNE 


is veiy little to justify such suspicion in the present report. The 
survey of facts is, within its limits of space, as thorough and 
impartial as that of any of the official inquiries I have mentioned ; 
politically it could have been made much more effective if it had 
been less scientific. The conclusions and proposals arise logically 
from the survey ; they equally would have gained in electioneering 
a|)peal if they had been confined less severely to what is possible 
without any breach in tlie orderly (hwelopment of industrial 
society. Tlie report is much better reading than most blue- 
books. Although it is a comj)ositc production, it bears few marks 
of compromise, reveals few concessions to piirlicular interests. 
It has taken a wide reference and attem])ted to lay down the 
lines of policy for a generation, witlioiit the texture of its argu- 
ment and documentation ever wearing thin. The nearest 
parallel to it among modern inquiries is ])er}iaps the minority 
report of the Poor Law Commission of 1900 ; like that, whatever 
its influence on policy, it puts the discussion of certain big prob- 
lems on a new plane, and provides a new starting-point for debate. 

A formal answer to the allegation of partisanship is suggestetl 
by the reception of the report. The spokesmen of tlie Labour 
•\arty accused it of plagiarising their policy; the Conservative 
Press represented it as a collection of commonplaces on which 
everyone was agreed. This unanimity on the broad outlines of 
economic reform has a significance to which I will refer later; 
but this prompt and whole-hearted acceptance of the report did 
not probably survive the reading of it. 

The inquiry falls into four main ])ar(s : a survey and criticism 
of the direction and organisation of Britisli industry; a study of 
the problem of industrial relations; a programme of national 
economic development directed to relieving the sp(‘cial problem 
of unemployment due to the war; and a criticism of nati(miil 
finance. A short introductory statement attempts to differentiate* 
(without striking success) the Liberal standpoint from that of 
the respectable elements in the other parties; there is a skilful 
and very readable summary of conclusions in 36 pages at the end. 
The scale of treatment can be gauged from the length of the 
volume — about 200,000 words, including 41 tallies. Exposition 
and criticism of its contents might — and probably will- occu})y 
many times its own space; here all that can be attempted is to 
indicate the more novel and important conclusions and poifit 
out certain qualifications and criticisms that they suggest. 

Tlu^ first two books deal respectively with The Condition of 
British Industry and The Organisation of Business. The di?- 
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tiiiction between them is, however, not so much that one is a 
survey of fact and the other a series of proposals, as that the 
first deals with the direction and results of industry and the 
second with its structure. There are signs in the treatment of 
the former either of differences within the committee or of the 
necessities of a third party, concerned to define its position 
against parties of the left and the right. At one time the achieve- 
ments of industry as conducted in the nineteenth century are 
stressed to confute revolutionary critics, at another its failure to 
meet the needs of the twentieth centuiy are urged against Con- 
servatives. The final position is, however, logical enough— that 
no revolutionary change is called for, but that a change has taken 
place in the last generation : the material progress of the nine- 
teenth century has not been maintained, there has been a growth 
of discontent, British industry has seen its supremacy challenged, 
and a considerable re-orientation of industry is necessary. The 
features of the post-war situation stressed are, first, that the 
depression is not due solely to the war, but is the outcome of 
tendencies apparent before the war; that it is not general, but 
concentrated on tlie great export industries, which are conserva- 
tive in their methods and deprived of many of the comparative 
advantages that explained their former predominance in British 
economy; other ex])orts arc not supplying their place, so that 
the present ex])ort of ca])ital is carried on by borrowing short 
and lending long —a dangerous procedure. Recovery, therefore, 
must be looked for at homo rather than abroad, and must be 
stimulated by “ a bolder ])rogramine of home development wliieh 
will absorb and (miploy the njitural resources of capital and labour 
in new ways.” The importance of doing everything possible to 
assist the groat export trades, both by relieving them of unfair 
burdens at home and by active co-operation in the policy of 
removing trade barriers ai)road, is given full recognition; but 
the not result of the survey is to make a case for a programme 
of national development such as is set forth in Book IV. 

While this is the general trend of the discussion, the actual 
content is an admirable collection of statistical material, illumin- 
ated by many penetrating and epigrammatic comments, which 
has a value for readers who will not accept the gtuieral comdusion. 
Tile criticism that suggests itself is that inadequate allowance is 
made for the effects of the war. In consequence the contrast 
hetwTcn nineteenth-century progress and twentieth-century 
stagnation is overdrawn ; the achievement of industry in general, 
and the prospects of particular industries, are misconceived. 
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“ In contrast witli ilie progress of the nineteenth century,” wc 
are told, tlio maintenance of real income at about the ])re-war 
level “ must be counted a poor achievement after fifteen years 
of startling scientific advance this in spite of a 10 per cent, 
reduction of hours and an extra 5 per cent, of unemployment. 
It is a matter of opinion, but, in view of the direct cost of the 
w;\r and the greater indirect cost due to dislocation of trade, 
such an achievement might be regarded as remarkable. 'J'he 
contrast witli America is Ix'side the point, because America was 
liardly in the war; comparison with llussia or Germany would 
have l)('en more ndevant. It is tru(‘ that most of the elTeets of 
the war wert^ l)y way of exaggerating ]n’e-war tendenei('s ; but- 
b('fnr<‘ the war British industry, including the export industries, 
was able to adjust itself to teiidc'ueies without diftieulty. 

Whether it will be able to do so again d(‘pends on the world’s 
reccA'cry from the war; but it is arguable that tlio newer indus- 
tries that luivc exj)an(led since tlie war otfer no substitute. 
The report was obviously influenced by tlie ])ros])erity of these 
newer industries. There is not to-day, and there has not been 
f<jr several years, a gcmeral trade depression ” ; this in s])ite of an 
uncm})loynu 7 it ]Kn’(X‘ntage of over nine among males, when tlu* 
great exj)ort trades have been excluded. No allowaiieo seems to 
liave been made in assessing aebievemonts and ])rosp(‘cts for tin* 
])urdens that handiea]) the exj)ort trades ov the favours that the 
jiewer industrie s have* received. The burden of rates and unem- 
])loyment relief are emphasised and tlieir removal roeom mended ; 
but it is not a])parently readised that their difTerential pressure 
may help to explain tlu^ difTerential depression in these industrir>. 
On the other iiand, the part played by s(‘leotivo ]>roteetion and 
subsidies in the expansion of the prosptTous industrii's is alnu»sl 
ignored. The explanation of the contrast is of importance, since 
tlie y)oliev of national development is dietated to scune extent by 
the assumed decline of the staple pre-war industries. 

The examination of the organisation of industry is penetrating, 
original and const ruetive. It would be useless to attempt a 
summary of it; it is too com])aet and loo im])ortant. By it^^ 
detailed and statistical demonstration of the actual structure oi 
industry, it reveals needs and possibilities that previous eon 
troversy has ignored, and puts tlie discussion of the relation of 
State and industry on a new plane. It wastes no time in abstiaet 
debate over the merits of Individualism and Socialism; but si‘ts 
forth the actual extent of public operations of industry, and iiy 
so doing directs attention to the real problem that society lias 
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to face — the constitution and conditions necessary to secure 
efficiency in the Public Concern. 'J'lje figures of capitalisation 
given point to something like two-thirds of the capital in large- 
scale undertakings being already undtT some form of public 
control, either direct, as in the ease of the Post Office or munici])al 
tramways, or under special legislation, as in the ease of the 
railways or the (V)-operative Movement. The “ natural line of 
evolution ” is the creation of ad hoc, statutory bodies for all this 
class of undertakings, paying a fixed rate of int(‘rest to the sliare- 
holders for thc'ir ea]utal, aTul v(‘sting control in a directorate 
constituted according to the ne(‘ds of llu‘ service piuforined. 
Equally original and important is the demonstration of th(‘ cjuasi- 
public character that large joint stock companies have assuim'd 
even outside the ii('ld of publh; uti]iti(‘s, and the consequent 
proposals for the s])ccial regulathm of companies, above a certain 
size, wdiich have either ])assed out of the (dTective ciuUrol of share- 
holders through the wide dilTusion of owmTship or have at t aim'd 
something of a monopoly position. The ])ro])osa]s an* din'cted 
to securing greater publicity of accounts, and more expert boards 
of directors. The tendency t(^ monopolistic combination is wel- 
comed, on condition that tin* Board of 'JTach* is givTii power to 
investigate and publish the doings of mono])olists. 

The analysis of tlu* stiMK'tun* of large-scale industry is supple- 
ment c'd by a statistical survey of the national savings and tla'ir 
disposition. xAgain the result is to rev(‘al an unsu^pectedly large 
proportion already under public control of one sort or am)tlier. 
As in the ei\s(' of joint stock companies, ])ro])osals hu’ an ext(n'«ion 
of riovernmcnt action an* conlincd to a limited and obviously 
])ractieal suggestion; in clh'ct, that tlu' control at ]U‘('scn( (‘\cr- 
cised over the direction of new (‘apilal should be unilic'd ami 
canalised through a Board of National [nvcstment. i(o\\('ver 
swee])ing some of their mon* o]ugrainmati(‘ criticisms of ])res(‘nt 
arrangenR'nts may Ih', iIk* committt'c’s attitude to actual ehang(' 
is sober and res])onsible enough to satisfy even the ('ity editors. 
Th(;y are always content t«) let w(‘ll alone, and are radical ordy in 
an unwillingness to igm)re and let alone what is not well, llo^\('^’er 
respeidable it may be. For the furtlier ordering of husim’ss, 
they proj)ose a similar unification or co-onlination of ofiirial 
inquiries into economic conditions by an Economic (fi'm'ral Staff, 
and they rely for the elimination of much unm'ia'ssary unc('r- 
tainty and inefiieiency, not to add di'^honesty, on more adc'quate 
official statistics, more regular and ])rompt publication of them, 
and an improvement towards, if not up to, tlu* American level 
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of miotlicial statistics. There is an interesting discussion 

(►f the recruiting of the higher ranks of industry, and a clear 
statement of a d'elieiency in ])rivate industry in the lack of any 
nigan tliat can examine the affairs of an industry as a whole. 

'taken as a. wJiole this Book tl is (lie most illuminating dis- 
(‘ussiou of tlie relations of State and industry that has appeared 
in this generation. It deserves this description, because it 
analyse^ more clearly than any other I know the existing relation, 
and ))ecau: (' it^ piopo^als are organic and designed to secure the 
<lc.''ir(“d (IcvelopiiK'iit with l(‘ast shock. If o?ily the r(*a(ling of it 
could l)c mad(‘ compulsory, we might never hear th(^ blessed word 
*■ Xatiomdisation " again. There are one or two ])()ints that 
invite (pu'stion or eomment, without, Jiowever, affecting the 
argument. It is less than fair to Knglish fiocialists to describe 
“ th(‘ (livorcc between responsibility and ownersbij) worked out 
by the growth and devudopment of joint sto<!k enm])ani(‘s ” as 
'* an event whit h has occurred since th(' dogmatic idc'as of 
Socialists took place.” That divorce is the basis of English 
Socialist theory and ])ropagan(la, which have ncv(*r owed much 
to Marx, a.nd is th(' standard answer which Socialists liave been 
i.i th(‘ habit of giving to the ordinary Liberal business man’s 
talk al)out incentive for the last live-and-twenty y(‘ars to my 
personal knowlt'dge. Equally inept is the ref(‘rene(‘. on the same 
j»ag(‘ (lOU) to '■ the hand of the State (which has slippi'd in much 
mort‘ often than l itlu'r theorists or the ])ublic have n'eognised) ” ; 
I), (k Bitehii*. Dicey, the Weblis, to mention nooth(‘rs,alldetected 
it a gemuation ago. ddic discussion of tragic combinations and 
monojioly would have been more uscdul if th(‘ committee, whicli 
hu' pub]i.d:c<l an admirable study of the legal position of trad(' 
unioni m, had deall siniilarlv Avith the law f)f eomhination and 
restraint of trade, 'tie- dillcn ucc in the hiw would seem to h(‘ 
the chief (*x[)la nation of the differing (l(‘velo])mcnt r)f (he com- 
binatioi^ movement in (Icnnany and England. Another referenc(‘ 
th.it nc/'ds dcv('loj)ing is the unfavourable eom])aris()n of English 
{UiH'keting methods Avith (German: it is hardly borne out by th(‘ 
tal)le of jKTcentages fui p. 25 of the Avorld’s foreign trade secun'd 
by them re>pectiv(‘ly. 

'l'h(‘ s('cond main sidq(*et of the report is the problem of 
Industiial delations. There is, perhaps, less scope for originality 
luu’c ; but the treatment shows ])ow much of ncAV and useful 
constructive ])roposals Avill emerge from a thorough and systematic 
examination of the data of the problem. No panacea can be 
found : but it i'S soin'^thing to show that no panacea can be found. 
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The discussion lays itself open to the criticism that it states the 
problem in exaggerated terms. “ The State,” we arc told, “ can- 
not look on indilTcTcntly wliilc civil war wages between organised 
bodies of its citizens.” Is not th(^ m('ta])hor of war a dangerous 
and misleading (;xaggeration ? No one would describe as an act 
of civil war the decision of a price association to refuse to sell 
below a minimum price-list ; why should it be war, when the 
members of the association arc wage-earners and tlie price at 
issue a wage-rate ? In fact, is not the State forced to “ look on,” 
for the same reasons that it abstains generally fj'om fixing [)rices ? 
The recent increase in the scale and cost of dis])utes is attributed 
to the growing discontoiit of labour; that is a fa.ctor no doubt, 
but a more obvious explaiuition is the amalgamation of local and 
sectional into national unhuis. The influence^ of unions in jiro- 
moting the advance of wages is minimised by a comparison of 
wage-movements and trade union development, in the niiieteonth 
c entury. Such a compaiison makes no allowance for the influence 
of union pressure' upon tlu' ('flicic'iicy of industry, nor for any 
influence tlu' unions may have had in prc'vc nting a less favourable 
distributic'.ti of the' ]'roduct of industry. It also ignores the 
influence of general changes (»n llie Icvc'l of prices, which explains 
both the check to tlu' rise in real wages in the twenty years before 
tlui war and the increase in the amount of industrial unrest. 

TJie main n comnu'ndations of the committee, however, are 
not invalidated by th{'s<' criticisms. Tlu' extfaision of trade 
boards and (d the coie-iliadory activity of the Ministiy of Labour, 
the rx'jeetion of com])ul.<»ry arlutration. special provisions for 
securing fidl (atn-idc'rcttion of all di>])utcs in ('sss'ntial public 
services h('foi’(' a stoppage is p(‘rinitt('d, an extcnsitai of ])rofit- 
sharing (made' po -ihlc by the diOVrentiat ini of the class of joint 
stock com|?ani' s to t)c subject'd to s])ccial ri'gulalioii by virtiui 
of their quasi-public character), and the promotion of more 
effective maebinny bw negotiation in the individual firm, make a 
practical if not a- ivvolut ionary piX'grammc. d’lie most interesting 
])ropo^,al falls umU'r the last head, the proposal that there slialJ 
lie statutory woiks councils in all establishments em])loving more 
than fifty (mijiloyees ; the detailed recommendations follow very 
much tilt' lines of the ( Jenna n Works Louneils Act, the suhdaiitial 
success of whieh is demonstrated in M. Guillehaaitrs rect'iit book. 
Tt is a novel and a ])ractical sehcmt' for striking at the ('lements 
of irresponsible autocracy in industrial management, whicli 
survive all the Factory Acts, Minimum Wage laws and other 
general legislation. tIic committee rt'ly also on the gradual 
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(litYiision of oAMiorsliip of capital to improve tlio status of the 
wage-oarnor and his relations with tJic employer. ‘‘We stand, 
not for public ownership, but for popular ownership.” Again, 
th('v have no sweeping or spectacular proposal to make, but a 
series of small reforms, based on an unbiassed survey of existing 
arrangements, the eiiinulative effect of which woidd be con- 
sid('rable. This discussion, however, rather sufh'rs from being 
separated from the discussion of joint stock com])any reform in 
Book IT; tile dilTusion of industrial investments and the possi- 
bilii y of giving to wagc'-earners some share in accumulat(‘d reserves 
depend on clianges in joint sioek enterprise that have still to be 
made. I should like to express my doubts that there has been a 
“ steady movement of opinion towards the view that the volun- 
tary organisation of industries for self-n'gulation offers the triu^ 
line of advance,” and that the failures of Joint Industrial Conneils 
liave been duo to their lack of compulsory 2 R)wers. The failure 
seems to me to have been due to ndiance for exeemtive assistance* 
on overworked trade union and enpiloyers’ association officials, 
instead of employing an adeipiate independent staff, and 1 cannot 
t’dnk that Parliament will (U lcgate legislative* powers on bodies 
in the composition of which and the scope of whi(‘h it has no say. 

The fourth book, A Programme of National Development, 
has loss interest than the others for economists, though more 
])crhaps for politicians; a brief reference* will therefore sidhee. 
The main theme is that a ])eriod of trade d(‘pression j)rovides an 
opportunity for using the labour r(*leased from ])rivate industry 
for capital developim nt by public authmaties, and that the 
special ])ost-v'ar unemployment calls for such a n'lnedy. It is 
an old Socialist argument, the truth of which is hardly open to 
doubt, but th(* a])j)lication of which in practice is extraordinarily 
ditlicult. Ill the ])resent treatm(*nt, the first a])plicatif)n is to 
agriculture. It is assumed, without b(‘ing proved, that an 
increased financial return, an im^reased ])hysi(?al volume of out])ut, 
higher wages and increased employment can all be secured. The 
ground for this assumption se(‘ms to be the familiar protectioni.'-t 
argument that we import agricultural products that we could 
raise at hoim* ; a table of such imports is given, and their cxchn 
sion, it is suggt'sted, “ wouhl bring a sorely needed contribution 
to our balance of trade.” Why we should not similarly object, to 
the import of textiles and metal goods that we could produce at 
home, and what vould happen to our export industries if wc 
prevent otlu*r countries from buying them with their exports, is 
not discussed. Apart from agriculture, tJie chief objects proposed 
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for flevolopmont are Housing, Electricity and Roads, which, it 
is suggested, have been “ neglected.” Housing is not capable of 
indelinitc expansion, and the subsidies already given have drawn 
into Building so much labour that unemployment is now worse 
than in Engineering. Electricity is expanding rapidly without 
further Government assistance. The ('ommittee’s interest in 
Roads seems to be due to a fallacious comparison between motors 
in this century and railways in the last. The railways efTected a 
revolution because they made possible a s])ced and volume of 
transport which were impossible before; the motor does nothing 
of the sort, all it does is slightly to increase the convenience of 
certain kinds of transport. A country do(‘s not grow rich by 
transferring its suburban population from perfectly ad(‘(piate 
trains to omnibuses, or its parcels from railway vans to motor 
lorries. There probably are desirable and economical ol)j('ets of 
expenditure for winch the existing capital market mak(\s no pro- 
vision ; but the Trade Facilities Act committe(‘ and the Unem- 
ployment Grants committee found it very difiicult to find any. 
A programme of national development pre8U])pos(‘s the continuous 
functioning of the economic gcaieral staff. One exception to this 
is, however, established in the chapter on The Rising Generation. 
It is a compact and constructive treatment of the educational 
and industrial nec'ds of the adolescent, in th(‘ course of which 
some amazing figures of excessive hours of work are given. 

Th(^ final Book deals with The National Finances, and (Ninnot 
well be summarised in less space* than it occu])ies in the report. 
Three salient features should be mentioned : an elucidation of the 
real nature of “ economy ” ; an argument for the rationalisation 
of tlio public accounts with an indication of the form they should 
take; and a demonstration of the need for this reform by an 
examination of the “ rigging -the phrase is justitied- v)f Budget 
residts in recent years. Eighty-seven and a half millions were 
brought into account to balance the last two Budgets which did 
not belong in any way to revenue levied and accrued in tliose 
years; while the failure to attempt any distinctifui Ix'twc'en 
Income and Capital accounts makes it doubtful whether any uct 
reduction of debt, in spite of a large nominal Sinking Fund, was 
elfected in those years at all. It is not unreasonable to attribute 
some of the innovations in the new Budget to the influence of this 
report, recent as its publication is. 

The summary that has been given will suffice to sliow that 
the report is a document of first-rate importance to economists. 
It raises more questions than it answers, and its answers arc not 
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final; but it contributes something to every question discussed, 
and succeeds in tlie object sot before it, that of giving a complete 
and balanced survey of post-war industry in this country. One 
or two comments of a less specifically economic character suggest 
themselves. No distinctive social ideal informs and directs the 
rej^ort ; it is conservative, not revolutionary, in the sense that all 
its proposals are elicited from the present order by criticism of 
that order in the light of its own principles. The aims of the 
report would probably be acco]:>ted by the other parties; the 
committee differ from them in a greater appreciation of tlu' merits 
and possibilities of industry as at present organised than Labour, 
in a greater faith in the possibility of eliminating its defects and 
modifying it ])y Government action than Conservatives. A 
marked distrust of general principles is consistent with this 
attitude ; the reference to the constitution of Public Concerns is 
characteristic — “ The problem is a practical one, not an abstract 
one to bo debated on high philosophical apriorities ” ; so is an 
incidental remark made in advocating i)rofit-sl)aring This 
belief is not based u])on any assertion of abstract right, which is 
always inconclusive.” The committee/s method is to work out 
reft :?ms in the concrete, and leave it to the future historian of 
ideals to formulate the social ideal involved. 

It is, however, interesting sometimes to look for general 
principles, and the Avelcome of the report by Socialists and Con- 
servatives, wlio had not had time to do more than run over its 
proposals, is significant. It points to the break-away of Liberal- 
ism, not from laissez-faire in its popular sense, to which it never 
adhered, but from tlie Whig tradition of distrusting any concen- 
tration of social authority. The proposals of the report, if 
adopted, in addition to creating a number of official positions of 
an importance comparable witli that of the Governor of the Bank 
of England, would enhance very greatly the powers of the 
(Cabinet. They therefore raise the question of the political 
machinery needed to ensure the responsibility of members of the 
Cabinet and to enable them to discharge their extended duties. 
It is noticeable that the influence of the vacillations of the 1918- 
22 Government in helping to produce the present depression in 
agriculture and in coal-mining is not referred to ; and the failure of 
reconstruction after the war, after all allowances have been made, 
points to limits to the capacity of the present Governmental 
machine, and the present Governmental personnel, to put work 
through. A Liberal Political Inquiry would usefully supplement 
the present report. Such an inquiry is needed for another reason. 
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The report never faces the difficulty in adjusting the relations of 
State and industry that arises, because the political and economic 
communities have not identical frontiers. It refers indifferently 
to “ the State,’* ‘‘ the community ” and “ the whole Society ” as 
if they were identical. In spite of the post-war reaction towards 
economic nationalism, they are not ; the economic community is 
still potentially the world, while the political community is an 
accidental and arbitrarily defined portion of the world. The 
Liberals of the nineteenth century relied on international trade, 
freed from the fetters of Government direction, to knit togetlicr 
the different parts of the world, and so provide a safeguard against 
war. A policy of national development does not necessarily 
interfere with such a tendency; but everything that helps to 
identify and interlock national Governments with the industry 
carried on in their territory intensifies national feeling. Since 
Socialism and Protection arc the democratic and aristocratic 
versions of economic nationalism, the nationalist standpoint 
implicit in the report may have been another reason for the 
welcome given it by Socialists and Conservatives. 

University of Manchester, Hi:]SiiY Clay 



TAXATION, RISK-TAKING AND THR PRICE LEVEL 


Mr. D. H. Robertson lias recently ^ examined “ the validity 
of some of the arf^iiments with which Sir Josiah Stamp and other 
members of the Colwyn Committee . . . belaboured, in the name 
of orthodox ('conomic science, the unhappy business men who 
sought to prov(> before them that income tax ' enters into ’ the 
price of goods.” So far from complaining, I wehjome this 
examination, for whicli the study and this Journal are a far better 
setting than the mixed rough-and-tumble of cross-examination in 
a committee-room. Mr. Robertson has the advantage of us in 
his analysis, inasmuch as the cross-fire of a business committee 
docs not facilitate keeping a large economic context explicit, or 
in the foreground, even though that context hangs on the skirls of 
blunt questions put in hastily conceived terms. There are two 
poiiui in Mr. Robertson’s examination which are practi(*ally un- 
explored by orthodox economic sciiuice, but which are v\'('ll worth 
further analysis. One is the effect of high income taxtvs on that 
part of the rate of interest which covers risk-taking, and the other is 
the influence of changes in income tax on the (johl prie(‘ level. 

Mr. Robertson questions the doctrine enuneiated liy Mr. Layton 
and Prof(‘ssor Seligmaii, that “ costs include no element of iiroht. 
so that profit ajipi'ars as a surplus above ])ri(*('-determiuing costs, 
and is indistinguishable in this respect from economic rent.” Ib' 
sees “ a certain looseness in Professor »Seligman’s conception both 
of what constitutes the ‘costs ’ of the marginal jiroduciu* and of 
the sense in which the profits of the intra-marginal producer 
constitute a ‘ 2 )roduc(‘r’s surplus.’ The man at the margin who 
makes no profits, or icho makes only the minimum profits mhich 
correspond to wayes of management or recompense for the risk, ])ays 
no tax because he niakc's no profits or pays only a negligible tax 
upon these minimum profits ” (A. 121). “ It malo's surely all the 

difference in the w(3rld whether we are or are not to n'lfieon among 
the costs of the marginal 2 )roducer, which ex hypofhesi determine 
price, all such jirofits as may pro])erly be regarded as wages of 
management or remuneration for risk, yet Professor Seligman 
leaves us uncertain. If we are to include them, it can surely 


^ Economic Journal, Dccombi'P, 1927. 
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scarcely be argued that even in America the Golden, still less in 
highly-taxed Britain, the aggregate tax upon all such j^rofits is 
‘ negligible.’ ” He goes on to show that Profc'ssor St'lignian 
himself allows for the elTect of taking too lugh a percentagt^ (d the 
plums— “ the individual may prefer not to subject himself to the 
risk and may decide to bo content with a smaller, but a suht, 
return.” At this stage Mr. Robertson abandons tli(‘ issue, inerely 
upon the point that such risk-taking is sun‘ly a cost and not 
geiKU’ally in surplus, and so refrains from pursuing a fruitful line 
of inquiry, that was certainly present to my mind during the later 
sittings of the Committc(\ but which 1 1 had no opportunity of 
following. How, in fact, is risk-taking paid foj* i 

It is generally explained simply tluit to ge t capital for a risky 
(mterpriso, a rate of interest higher tlian the normal must be 
oifei’ed - the normal return is specially loaded ” witli an addition 
which pi’ogresses with tlie degree of risk. 

JI/'S. fV'ootto/iy Q. (d72() 7) : “ Sundy, if people liave the 
choice ])etween using capital in two dillerent ways, eitlier as 
they are at present or in a n(.‘w enterprise, their dccisi(.)n in 
making that choice will b(‘ affected only by something which 
ups(‘ts the relative (dfect of the two uses. What T want to 
g(d at is wlK'ther you are putting to us that the relative 
attractiveness of the use of capital as it is Ixdng used now, 
and its use in a more spe(ailative way, is affected by high 
• taxation ? ” 

ilfr. A*. McKejina (Q.) : “ Yes, that is exactly what is 
affected the relative attractiveness of the two uses, the 
oiKi use by a safe investment and the other use by pca-sonal 
eifnit ('tig.iging in risk but with an expected high return. 
As Ixdwecn those tavo, high taxation will reducxi the return 
on the new enterprise, and thendore will induce the owner 
to use his moiu^y in a. less productive way.” 

iSbV Joslah Stamp (Q.) : “ Do you base that entirely 
on its psychological grounds. May 1 suggest to you that it is 
mainly actuarial ? Take this point : Supposing that you can 
get 5 per cent, without much risk, and the incentive to put your 
money into a more speculative thing must be a return of 
7 per cent, to attract your money, 'fhen^ is a margin of 2. 
That margin surely in the long run has to b(‘ large enough to 
provide a pool which would cover all the losses that arise, 
otherwise capital will not bo attracted. You have a certain 
amount of money in the pool provided by the 2 per cent. 
Taxation applies, unfortunately, not to the 5 per cent, only, 
but to the whole 7 per cent. ; it applies to money which is 
not income at all, but is a pool; it halves your insurance 
fund; therefore, capital in the long run (ainnot be attracted 
into that market unless the rate goes iq) 2 to provide the 
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])0()1 ; tlie rate must therefore go up 4 and the new rate must 
i)(‘ 9 per cent. ? ” 

A. “ I agree entirely; that is the explanation of it.” 

(J. Supposing the ditTerenee between the two in the 
first jdaei‘ was a, made nj) of 4 whi(4i was actually recpiirod 
to cover losses and 1 for reward for entering that particular 
enterpri-e. now under the new arrangiunent yon liave only 
got 2], which is less than the. actual iusiirance fund requires.” 

A. “ Yes, and it is not worth it.” 

Now this actuarial pool ” supplied out of the return upon 
capital may be the way in wliieh business risk is borne or it may 
not. If it is, tlie investor may be aware of the fact or he may not. 
If lu' is, tluai his saving motives may be afTected, and the supply 
of ca])ital may become smaller, and the demand price on the 
smaller sup|)ly to a point which restores the actuarial equili- 
lu'imn of the [)ool. If tliis has actually happened we should expect 
to se(‘ a wid('r spiead or dispersion of interest rates on dilY(‘rent 
elassevs of risks than luavtofore. The evidence of fact is rather 
against this wider spread. If the investor is not aware, if he is 
not actuarially class conscious, and the “right” iiuunber who 
is lo ing knows not what the “ lift ” member is gaining, then any 
given section of invc'stors may go on .sup})lying capital at the old 
rates of ndiirn, witli th(^ old gross margin ff)r risk, oblivious of 
the fact that the new net margin for risk, after taxation, is quite 
inadequate to meet the los.scs. 

There is the alternative possibility that tlie supply of ea])ital 
might be redistributed and that the old four-percenters, free from 
risk, are now so disgusted with a return of 5 per cent, gross, and 
2\ to 9 ])er cent. net. that they decide to become risk-takers, and 
the supply of capital lo the first category of demand for capital 
is diminislual by a transfer of sup])ly to the second category. 
TJiis Avould have the effect of raising the gilt-edge rate, reducing 
the risk adrlition, and closing u]) the “ sjiread.” Thus it might bo 
that a normal spread for contrasted classes would be 4 to 7 per 
cent., first widened upon an actuarial basis (through taxation at 
10.9. in the .£) to 4 to 10 per cent, and then reduced on a reaction 
of this kind, redistributing the supply of classes of capital, to 5 to 
9 per cent. Has such a change in the proportions of supply 
actually taken place ? 

Mr. Layton was generally not disposed to put the cramping 
( ffcct of heavy taxation upon risk-taking too high : 

3Ir, Lees Smith (Q.) : “ The argument previously put before 
us has turned not so much on the readiness to work so many 
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hours a day as on the readiness to take risks. It has been 
put to us that a business man sa3?'s : ‘ Why should I take a 
risk? If I lose, I bear the wliole brunt of it, and if 1 gain, 
the (iJovernmcnt takes 106*. Under those circumstances I will 
not go into these very speculative enterprises.’ ” 

A. “ I think there is something in that. I think it may 
be true that taxation may affect the extent to whicli people 
will take big risks, because the net return as between a 
speculative enterjjrise and a non-speculative enterprise is not 
suffi(*iently different. I think that the ])('rson who takes a 
really big risk is looking to the number of years in which he 
wants his money back rather than looking at it as an invest- 
ment. If a mail is only going to get 7 ])('r cent, for a compara- 
tively risky enterjuise, it may be looked at simply from another 
point of view. He has got to have his money locked up 
in that sfieculative enterprise for a much longer period, 
because after all the high rate of profit on s])eculative invest- 
ments is, to a considerable (‘xtent, a premium for amortisa- 
tion. It has a relation to the number of years in which you 
can get your momy back, and I think it is quite ])ossible 
that the premium is unduly reduced ]iow, and that it has some 
effect in deterring people from taking big risks.” 

Mr. McKenna’s answers are interesting : 

Sir Josidh Stamp (Q.) : ‘‘ I understood 3^011 to say that 
in your view the high incouKj tax naluees the net rate of 
interest on capital and induces the holder of investments to 
take gretiter risks, to look for something that will give him 

. something like the old return, even if there is a cliamui of loss 
attaching to it. That would seem to indicate that a high rate 
of taxation enables the more risky busim‘sses to be financed ; 
money will flow towards them ? ” 

A. “ Yes, I think that is so.” 

Q. “ Could you make that consistent with your answer to 
Question 5. You say : ‘In the s(‘cond place, high taxation 
reduces the incentive to risk capital in the extension of 
business or to undergo the labour and anxi(’ty accompanying 
new enter])rise.’ The two things .seem to be inconsistent. 1 
want to know what is 3^our reconciliation ? ” 

A. “ When a man is in a busiiu'.ss bringing him in an 
income — I am not tlealing now with the man who is trying to 
save money, but wdth a man in an established business and 
earning a fair profit — he gets the opportunity, w^e will say, 
to put further into the business £10,000. lie says, ‘ Shall 
I put it in or not ? If f put it in, T pa3^ income tax and super- 
tax on my return. I am going to make in the business per- 
haps 6 per cent, on my £10,000; that is £600 a 3Tar, and I 
shall have to pay 50 per cent, in taxes ; it is going to bring 
me in a net £.‘100 a 3'ear; I will not do it, I wdl ktaq) my 
£10,000.’ This is dealing wdth a man who has got an amount 
No. 150. — VOL. XXXVIIT. I* 
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of money. In the other case I was dealing witli a man who 
lias not got much money and who is going to save it. Now 
in order to save quickly I think he will take a risk, which is 
quite a different thing from the case of a man who has got his 
money in an established business. Is it not consistent ? 

Q. “ Yes, I think on the margin it is. I think you might 
carry tlie argument a little further. You would have to 
say ho was not prepared to invest it in his own business, but 
he would look round for other people’s risky investments and 
put it into theirs ? ” 

A. “ That is true. Paimloxical as it sounds, it happens. Ibi 
will not take the trouble himself ; it is not worth the trouble.” 

But of course the return for risk may not be actuarial at all, 
even in an ill-informed and disjointed way, but psychological as in 
a lottery, in which, if the relation between the amount of the prize 
and the aggregate subscription were mathematical, there would 
bo no profit. It is well known that a few specially large prizes 
may disproportionately increase the price people will give for their 
tickets. I have referred to the incidence of taxation wliere such 
an element is involved in Increment Value Duties, in dealing with 
the problem whether a distant and future tax on all prizes must 
be i nmediately amortised in a depression of prices current at the 
imposition of the tax.^ 

Now risk-taking may bo like an inverted lottery, the converse 
of such a case, where one is paid to take tickets for a minus prize 
or obligation. The higher tax does not make the risk more likely to 
mature or alter its size — perhaps the obligation of loss which will bo 
accepted may not vary at all exactly with the reduction in tlie offer 
on the tickets. This would certainly qualify the actuarial result. 

But a more important matter is the range of risk over w^hich a 
direct rcw'ard for risk-taking operates. For if the premium to 
meet it is not provided in the personal dividend, ljut dealt with as 
an expense of the business , the impact of taxation is quite different, 
and any argument about the interference with the size of the pool 
no longer ap])lies. If there were no shipping insurance, and 
every shareholder took the risk of loss, it would be directly reflected 
in the rate of interest on shipping business, and the taxation of 
the insurance element, an though it were a clear profit, would be a 
v(‘ry serious thing. For suppose the shareholder himself before 
taxation received 7 per ci'ut. and set aside out of it 2 per cent, 
as an insurance premium, leaving him with 5 per cent, as his net 
return. After taxation at IO 5 . in the £, he would get 3^ per cent, 
net and still require to set aside 2 per cent., leaving per cent. 

^ EroxoMic Journal, July, 1911. 
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instead of 5 per cent, for the net or pure interest return — a tax of 70 
per cent, instead of 50 per cent. As a matter of fact, tliis class of 
risk-bearing is paid for by the business, and is a business ex])cnse or 
cost, before income taxation is reckoned, so that a high income tax 
does not affect the return on capital d irect ly . Of course , in th is case , 
the insurer — say a marine insurance company —has a normal return 
for business, and its premiums cover the share of the capital loss 
pool, plus the return to capital employed, but only the latter 
element, or profit, is taxed. If higher taxation reduces this return 
the company will cither “do as much work ” (i.e. put up as mueli 
capital at risk) for the less return, or else put up shipping costs at the 
margin and so introduce them into price. But insurers will vary, 
and some get only the bare economic reward and other.? an “ econo- 
mic return ” or differential profit above this — it is part of the geiKu’al 
case that the tax on the latter will not enter into price or premium, 
and we are left the question whether all insunu’s, including the 
marginal ones, will offer less “ work ” for the rc'duced reward, and 
this is only one case of the whole class of reduced offers or lessened 
suppliers for a reduced return in gold. Thus an important class 
of risk-taking is reduced, in its etfect upon price, to the normal 
problem. Now if the risks which the shareholder bears out of 
his return are, in fact, so badly punished as to lead to economic 
reluctance, but the ri.sks which are borne in arriving at his return 
are let off as business expenses, a tendenej^ must be set up to shift 
risks from the former to the latter class, and to widen the field of 
industrial insurance. It will probably be agreed that this has to 
some extent happened. But there are tvso large and im])ortant 
classes of special interest return for risk where this does not and 
cannot apparently lia})pen; first, e.g. the risk of failure in new 
venture.s, invention and ])rocesses, and, second, the amortisation 
of the wasting asset, e.g. the gold mine. In the first it should be 
noted that wherever losses of capital, proceeding by the usual way 
of accumulating annual trading lovsses, are incurred by a large 
concern with numerous other activities, they are a set-off against 
profits before taxation. The return to the investor is reduced by 
taxation to a much less extent than if there were two busines.ses 
run by separate companies, and he had a dividend from a profit- 
able bu.siness and “ nil ” from the unprofitalde. This risk is thus 
borne partly out of high taxation, analogous to the expen.ses 
which were so lightly undertaken when the excess profits duty 
boro 80 per cent, of them.^ Again, a trust company may touch 

^ Generally, for tho oxtfni to which “ Io.s.sos ” coino out of taxable profits, 
vide my British Incomes and Property, Chap. VI. 
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the personal psychological factor, for although the trust company 
does not succeed in getting unprofitable returns set off for taxation 
against prolitable ones (or “ minus ” dividends deducted from 
“ plus ” ones), it does at any rate lift a burden of individual 
risk-taking from a person’s feelings and average it for him, so 
that he may be taking the old risks with smaller returns without 
realising it. 

Wo are thus now left with (f/) the uninsurable risk of the new 
enterprise failing to make good in an entity specially charged with 
it, and {h) the wasting asset. 

The incidence of taxation on physically wasting assets, such 
as mines, is popularly supposed to be most unfair, inasmuch as 
the working out of the corpus is treated as taxable profit. When 
the mine is exhausted all the original capital is gone, but in its 
gradual return it has been taxed as income. It mak(\s no differ- 
ence in this ease whether the concern provides its owji amortisa- 
tion fund and only pays net dividends, with a return of capital 
at the end, or whether it follows the usual course of paying the 
gross dividend and leaving the reci})ic‘nt to provide his own 
amortisation. In neither case is the amortisation charge allow- 
abij as an expense. That this common view of incidence is 
untenable I showed in this Journal some years ago,^ and again 
before the Koyal Commission on Income Tax, 1920. The proof 
rests upon two main points, viz. amortisation of a differential 
burden at the time of the original investment and the availability 
of an alternative method of payment, in royalties subject to 
gradual or annual tax. But this proof takes into consideration 
only a “ foreseeable ” and .stable level of taxation. A sudden 
and unexpected increase, such as was due to the war, is not con- 
templated, and the incidence of this is mainly upon the mining 
owner at the time of the cliange. A heavier income tax definitely 
cuts into the amortisation fund, and really (for the excessive rate of 
tax) takes capital as income, and every fresh investment of capital 
in sinking, shaft-making and other exhaustible assets required 
in extending properties already purcjliased is punished and dis- 
couraged thereby. This element of income tax then artificially 
raises the price of capital for mining at the margin. 

From this discussion I wish to save for later use two probabili- 
ties or conclusions : 

A. That a moderate residuum of the whole class of the 
service of risk-taking is discouraged by high taxation, perhaps 
to a greater extent than any common discouragement that 
^ Kconomic JouiiNAL, March, 1910. 
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may be postulated of energy and production in general, and 
that it is probably this risk element in production which 
would bo responsible for any reduced production that occurs, 
and — 

B. Wasting assets, such as mines, tend to suffer specially 
any such discouragement. 

Both of those conclusions are due to the fact that some tangible 
(Usability, other than psychological factors, is present. 

Professor Pigou dealt specifically with income tax as a check 
to work and saving, and then to production, and to the “ double 
taxation ” of income saved. 

Sir Arthur Balfour (Q.) : Would you say that income 
tax does not induce a higher selling price ? 

A. “ Not directly.’’ 

Q. “ But indirectly ? ” 

A. “ I think it may indirectly, as I go on to suggest, in so 
far as it restricts savings and work.” 

Mr. J. 11. Hobson dealt specifically with a rain of questions 
(1001-05) on the way in which income taxation reaches his 
economic ‘‘ surplus ” in all the rewards of economic factors, and 
also with the question of the equivalence of the (piantity of com- 
modities, and an ccpii valence of total purchasing pow'cr in the 
hands of the Government and the taxpayer. 

Sir Josiah Stnmj) (Q.) : “ May 1 put another difiiculty 
which I always feel in following your exposition of this. You 
speak of rising prices. I take it you mean prices not in 
other commodities but in gold? ” 

A. “ Yes.” 

Q. “I suppose you accept the quantity theory as ex- 
pounded to-day, within limits ? ” 

A. “Yes.” 

Q. “ Supposing that under existing circumstances the 
total amount produced and purchased is a certain sterling 
figure, then the Governnumt imposivs a tax of 25 per cent, on 
everybody’s income, they take away from the spendcT 25 per 
cent, of Ids purchasing power, and then they expend that 
themselves. Is that right ? ” 

A. “Yes.” 

Q. “ What puzzles me is, where is the room for tlie in- 
creased price ? You get the same quant ity, the same purchas- 
ing powTr, and the same quantity of gold ? But there is 
no less purchasing. TJie State purchases instciid of the 
individual. On the assumption that the purchasing power 
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remained the same, you liave the same quantity of com- 
modities as measured against the same quantity of gold ? ” 

A. “ Yes.” 

Q. “ How do you g<*t an increased price without increasing 
your currency 1 ” 

A. That is bringing me on to the relation of currency 
to credit. I am afraid I do not say that it is not a perfectly 
legitimate line.” 

[Tiien follows ii passage, irrelevant liere, on the change in 
locity of cireuhdion.] 

Q. “I c;innot see how prices could be raised.” 

A. “ There is no raising of prices.” 

(j). ” (Jemu-al raising.” 

A. If that be so, then of course the attempt to do so 
is spoiled, as it Avere, and it is sent back until, according to 
my view, it finds, if it can find, some surplus upon which it 
will li(', such as rent of land or some .superior earning pOAver.” 

Tt seems to me that there must bo unequal vulner- 
ability of ])rices if your theory is true. Some ])rices must go 
up and some ])rices must go doAvn, but the general index- 
number would not be alTect(‘d.” 

A. “ ft seems so.” 

Q. “ 1 know it is a very difficult and ratluu' abstruse 
economic consideration. 1 do not want to face you Avith it 
noAV. but if on reflection you see any ansAver to my difficulty, 
1 Avould be A-ery glad if you AA’ould send it on.” 

A. ft is a n(‘Av ])oint in the form you ])ut it, but I should 
be glad to consider it.” 

He afterAvards submitted a Avritten reply : 

‘‘ The ease put was that, since the State might spend 
the money taken in ta.xation as quickly as it woidd have been 
.spent if left in the liands of tho.se Avho paid the ta.xe.s, tliere 
might be the same amount of ])urchasing power set to buy 
the same quantity of goods. In that case no ri.se of price, 
and therefore no ])assing of the tax, Avas ])ossible. My ansAvt'r 
is that the rise of ju’ice.s Avould occur through a .shrinkage of 
supply of goods. For, cx hypothesis the competitive price 
that prevailed AAas sucli as enabled only a minimum rate of 
])rofit and of interest to be earned. The tax imposed on such 
increases Av^oidd not only check the floAV of any fresh capital, 
by rediH'ing the rate of saving and inve.stment, but, if persisted 
in, Avould cause a let! ing down of productive plant. In either 
event there Avould ])e reduced rate of production, a.s compared 
Avith what would have taken place had no tax been impo.sed. 
This reduced supply with no reduction in the quantity of 
purchasing power signifies a higher price level. ’ ’ (Italics mine. ) 



1928] TAXATION, RISK-TAKING AND THE PRICE LEVEL 21.3 

Mr. Robertson’s comment in his article is : “ Mr. Hobson 
allowed himself to be temporarily blinded with this argument by 
Sir Josiah Stamp, but after reflection gave correct ty the obvious 
answer, that ‘ the rise of price would occur tlirough a shrinkage of 
supply of goods.’ ” But Mr. Ro})ertson did not mention that the 
answer was given in writing and there was no opportunity for 
cross-examination upon it. I liad approaelu'd tJie “ gold ques- 
tion ” from several angles : (a) the quantity equation and’ tlie 
difficulty of getting the equation satisfied if the quMiitities remained 
the same at a higher jirice level without any increase in eurrenev 
(Q. 9046, etc.) ; (6) the balance of trade equation and the eflcct of a 
higher domestic price level upon increasing imports, diminishing 
exports, promoting an outflow of gold and again reducing pric^es 
(Q. 9034, etc.) ; and (c) the elasticity of demand difficulty, if the 
same quantity of goods are to he taken ot! at a general level of 
higher prices. 

It was hardly feasible to chase economic dilemmas any further 
without being put out of the committee-room by my less fastidious 
colleagues. The point that has not been faced by those who, in 
talking of the undoubted '‘dampening ” of production and risk- 
taking, jump to the conclusion that this scarcity or lessening of 
sup])ly must mean a higher price, is that one commodity or service 
is “ priced ” in another commodity, and that price is a mere 
equation between the economic efforts of production in one article 
against the economic costs of producing anolher. Thus, if the 
price of a lb. of tea in sugar is 5 lbs., and for some special reason 
the difficulties or costs of producing both are doubled, or tlie crops 
are halved for the same effort, then —assuming no difference in 
the relative elasticities of demand - the price of tea in sugar will 
still be 5. We all recognise that if gold l)ecomcs “ easier ” to 
produce, relatively to all other tilings (by new discovery or 
process), the gold price levcd will rise, and vice versa. But if a 
common cause makes gold and other things and services cqualhj 
easier or more difficult to come by, then, ex hypothesis the price 
level does not alter. Now gold production is an (‘conomic business 
like any other— it requires capital, risk-taking, management and 
labour. The profits and interest are equally the subject of 
taxation with all other profits and interest. If high taxation 
dampens enterprise in copiier-mining, meat-raising and boot- 
making, because it lessens the reward for enterprise and risk, then 
equally it dampens the enterprise in gold-mining, which cannot 
be artificially distinguished. Instead, therefore, of lessening the 
commodity side of the quantity equation and leaving the gold 
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side alone, so that a higher price level results, the gold side has to 
be lessened too, and if it cannot be sliown to be lessened to a 
different extent it can liardly be argued tliat the price level is 
affected. 

Let us look at several possible qualifications of this crude 
general statement. First, it can be said that price is the result 
of comparing the volume of a flow of consumable commodities 
witli the volume of an indestructible slock of gold with annual 
additions, and that a 20 per cent, reduction in the flow of one 
and in the addition to the otlier are very different things. For 
if the annual monetary addition is only 5 per cent, of the stock, 
tlien commodities would fall by 20 per C(mt., while the total money 
would be only 1 per cent, less than it would otherwise hav^e been. 
On this footing, wliile both sides of the quantity erpiation are 
affected, there is still room for prices to rise, though not to the full 
extent originally assumed. The position is still, however, too 
simple for the real world. 

(a) If we assume that (here is, before the modifying influence, 
a certain commodity prodiudion and a certain gold addition sucli 
that a certain stable i)rice level (or definite trend of change) 
Ci sues, and that after the modifying influence operates, this level 
(or trend) is altered so that commodity ])rices rise, tlien more gold 
has to be given for a particular quantity of goods, and it becomes 
definitely less advantageous than it was, at tlie margin, to produce 
gold than goods, and the application of new capital and labour 
to gold becomes less favourable, setting up a relative diminutioT\ 
in the supply or production of gold, to tlie point that its value 
rises again to meet its true comparative costs, and gold prices 
fall. 

(b) Gold is only the first basis of prices, and the much greater 
credit structure superimposed upon it is ihi) closer determinant. 
The size of the structure relative to gold, if constant, would mean 
that the 20 per cent, reduction in the gold addition or 1 per cent, in 
normal total stock, referred to above, must also become a 1 per cent . 
reduction in the whole gold, plus credit, structure. But the rela- 
tion is not constant, and the greater the “ risk ” we arc prepared 
to take the greater the superimposed credit can be. But credit - 
giving is, over a large part of its field, a profit-making and risk- 
taking business, the results of which, by hypothesis, are subject 
to heavy taxation, and there seems no good reason for alleging 
that the cramping and dampening effect of high taxation should 
not apply to this particular business too. Moreover, credit is not 
a permanent stock like gold ; it is remade continually, it is a flow, 
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and, as such , tlic effects apply to the whole body of it and not merely 
to an increment in it. From conclusion A, which I left in abey- 
ance, it seemed probable that in high taxation tlicrc was some 
residuum of actuarial as well as psychological interference witli the 
service of risk-taking as against only the psychological ekunent 
in rendering other services. If this is so, the disability may well 
be operative in risk-taking of this order in credit-making, and 
serve to emphasise the reduction of this side of the cqucition. 
There is thus no reason to suppose that the monetary side of the 
price-level equation is not disturbed by high taxation to an 
extent which, while not identical, is of the same order of magnitude 
as the effect upon the commodity side. Any differences due to 
changes in the elasticity of demand for the protliicts of ditferent 
businesses now in smaller supply must tend to counterbalance, 
and in the aggregate be very small. 

But I should now like to rejoin conclusion B, reached a few 
paragraphs back. High taxation, which in ordinary cases is said 
to introduce a psychological induc(‘ment to smaller production, 
in the ease of mining introduces an actual now financial element 
of cost. A given additional unit of 10 per cent, of ncAV taxation on 
ordinary not profits represents much more than 10 per cent, on the 
true net profits of gold-mining. This tends to be a real addition 
to cost at the margin, and to h'sscn the relative ease, or attain- 
ments, of gold-mining in such wise that the supply of gold is 
relalively more reduced, and its commodity value rises, i.e. the 
price level falls. 

On all counts then it appears to me the TTobsonian thesis, as 
endorsed by Mr. llobertson, fails to meet the test of facts and 
analysis, and that the main economic position that the price l(‘vcl 
is practically unaffected by high income taxation remains intact. 
([ do not wish to prove too much, and I hesitate, therefore, to 
accept the logic of my own argument, and aver that high income 
tax ])robabIy lowers the price level !) 

Mr. Bobertson’s proddings give so much pleasure and stimula- 
tion that T will not touch the rest of Ids artich' or (h'privc Mr. 
Coates of the satisfaction of proving that he is a good Marshallian 
after all. 


J. C. Stamp 



NOTES ON INDEX NUMBERS i 

A sKHiiiis of inflcx-numbers is a scries of indicators of the 
inovcnicnt of n ])hcnonicnon variable in time, whether the phe- 
nonuMion can be eonipletely or directly measured or not. Where 
there e<oi be eomj)l('to or direct measurement, the method of 
index-numlxu's is only a particular way of setting out certain 
arithmetical ])r()e('sses ; where not, there arises the need of the 
applicati(m of certain liypotheses and the development of an 
aj)propriatc tlieory. An indicator must satisfy the conditions 
that the times of its maximal and minimal readings synchronise 
(or definitely precede or follow) the maxima and minima of the 
phenomenon, and that the amplitudes of its fluctuations are 
greater or less in sympathy with those of the phenomenon. The 
indicator becomes more exact when its movements, or the 
amplitudes of its fluctuations, are directly proportional to those of 
the ilienomeiif)!!, and to obtain such a direct relation is the 
objective of most index-numbers. The words indicator and 
index-number may be conveniently used respectively for the cases 
wliere the movements arc only sympathetic and where the relations 
are direct and measurable. 

We may proceed at once to the case where a series of index- 
numbers is obtained by combining a number of scries of observa- 
tions, ignoring sucli a ease as the measurement of the output of 
the cotton industry by the consuinjition of raw cotton, where only 
one series is considered. In other words, we at once relate index- 
numbers to averages. The general assumption in one group of 
]woblems is that we have series of measurements of a number of 
quantities, such as the prices year by year of a defined commodit3q 
nhich arc known to depend on general causes which influence 
them all in the same direction, such as an effective addition to the 
supply of currency, and on causes special to the particular scries, 
such as changes in the siqiply of or the demand for copper. The 
problem then is to eliminate the effects of the special causes so as 
to be left with a measurement of those of the general causes. 

’ Those notes reiiroduce tlic gist of tlio Ncwmarch Lectures at ITniversity 
(.’i)]leg(‘, ia2S. A good deal of matter that is familiar to students of the subject is 
omitlcfl, while new statistics are retained and analysis that was unsuitable for 
oral leetures is developed. The notes relate to special problems and arc not 
intended to afford anything approaching to a complete study of the subject. 
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1. Unweighted Means 

First let us assume that each series of observations is a priori 
of the same valency in relation to the objective, without attempting 
to determine the vexed question whether this assumption is 
justified in any particular case. We have then to decide what 
kind of average is appropriate for the elimination of variations, 
that is, in practice to choose between the unweighted arithmetic, 
harmonic and geometric means, the unweighted median and the 
mode. 

The unweighted arithmetic mean. — Lct?/i, ... ys ... ya ben 
observations at one date in each of n series, and let I be the 
objective (the index-number at that date). Write any observa- 
tion in the form y, ™ I -f where Cs is the error or residual. 
Then if . . . Cn are distributed in accordance with the 

normal law of error, it is known that the value of I from which 
these errors would arise with least improbability is the arithmetic 
mean of the observed y’s. The validity of this mean is then 
established, if it can be shown that the c’s, which may be written 
?/i — A, . , . y, — A . . . — A, arc normally distributed, 
where nA r- + . . . y, . . . -|- yn. 

The unweighted geometric mean. — An alternative relation is 
y, = I X 7]s, or log ys ^ log I + log ?/,, where ... y, . . //« 

express the varying proportions of tlic observations to the objec- 
tives: Write G for the f^cometric mean of the y’s. Then 
log G - ■ Z log y,. = n log I -j- E log 

If now tlie quantities log ’/•» • • • log 7]n are 

normally distributed, it is known (by the same analysis as that on 
which the previous paragraph depends) that G is the value from 
which the observed variations would arise with least improbability. 

A reasonable method of deciding whether the arithmetic mean 
or the geometric is the better is to ascertain whether, in fact, the 
variation of the quantities or the variation of their logarithms is 
the nearer to that given by normal distribution. For this purpose 
the price-movements used to form the Statist Index-number have 
been tested in various ways. 

Write Di, Dg . . . Ug for the deciles ^ of the 45 price-relatives 
and in any year in the Statist number, and M — for their 
median. 

Test of Symmetry. — If the distribution about the arithmetic 
mean is normal, then M is the average of and Dg, or Dg and 

^ The median div'ides an ordered list of numbers, so that there are as many 
entries above as below it. The deeiles divhle it similarly into ten divisions eaeh 
containing an equal number of entries. 
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Dg, etc. A coefficient of asyminctry can bo formed from pairs of 

deciles Inns : ™ Ml) " PM’ symmetry, 

and may be anywliero from -f- I to — 1 for asymmetry. Vg, ^^3, 
are similarly written from the pairs D-, 1)^ ; l)g, P 2 i Pg, Pj. 


Statist Index 



Yoar 11)13. 
Hftso 1S07 77. 

Loj;. 

Year 102 a. 
Huso 18G7-77. 
Nat-. Lo^. 

Ease 

Xal. 

1020. 

1013. 

Lojj;. 

Y('ar 

Eas(? 

Nat. 

102.5. 

1013. 

J.og. 


— ‘2ri — -.50 

•0.71 

- 15 

•2.3 

•04 

- -15 

•27 


- -33 - 12 

•15 

- -01 

- -10 

- -24 

1 -05 

- 03 


- - -40 

•01 

— •()() 

- -.3 

■ ^ -38 

- -07 

-• ‘2 

^’1 • j 

•CO -ri.i 

•07 

- 01 

- •() 

-- -fj 

-- *2 

.0 


In this table the numbers under “ Nat.” are the coefficients 
applied to the price-relatives (?‘.c. the ibices expressed as per- 
centages of their levels at the base period), those under “ Log.” 
are the coefficients applied to the logarithms. If the natural 
numbers were normally distributed, each enfry in the first of the 
pairs of columns would be zero; if the logarithms, then the 
oil' ‘ies of the second of the pairs. It is evident that there is 
considerable want of symmetry in both methods, and that there 
is little to choose between them. 

This metliod, which is a development of rough tests formerly 
used, is not at all a complete test, and is uncertain when applied 
to so few entries as 45. 

Test by dislnhution . — A more satisfactory method is to select 
two points in the distribution and consider how the spacing of the 
observations btdwcen those points corresponds with that in the 
normal curve. In the following table the observed P^ and Pg are 
taken as the fixed positions, and the expected and actual positions 
of the intermediate deciles arc compared. 



Yoar 1020 . 

Ease 1SG7 -77. 
Expected. Actual. 

Nat. I.og. 

Year 1020 . 

Ease 101.3. 
T'lxpccted. Actual. 

Nat. Log. 

Year 1925. 

Ease 1913. 
I'Lxpocted. Actual. 

Nat. Log. 

El . . 

77 

77 

77 

176 

176 

176 

117 

117 

117 

i)^ . . 

03:1 

03.1 

88 

236 

204.1 

213 

132 

138 

128 

D 3 . . 

104^^ 

98 

07 

281 

220 

214 

139 

128 

137 

. . 

1 14 

10 fi.l 

100 

316 

254 i 

273 

149 

L53.1 

144 

D, . . 

123i 

121 

IH 

351 

299 

304 

157 

163 

152 

Dc • • 

1.33 

137.1 

124 

386 

3101 

340 

105 

169 

160 

D, . . 

142.1 

14G 

1.34 

421 

343 

381 

173 

176 

160 

Ds • . 

1531 

158 

148 

466 

377 

426 

182 

190^ 

180 

D„ . . 

170“ 

170 

170 

626 

626 

626 

197 

197 

197 
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Tn the first and third panels the natural price-relatives 
satisfy the test better than the logarithms, though there is not 
very much to choose; in the central panel the logarithms are 
definitely nearer to the theoretical distribution than are the 
natural numbers. Now the whole movement from 1913 to 1920 
(the period of the central panel) and the dispersion of tlie prices 
are much greater than in either of the other j)eriods. It is also in 
this period that in the former test of symmetry the logarithms 
made the better showing. The indications are that in times of 
rapid movement of prices the geometric mean is the safer. But 
when the quantities averaged arc little dispersed the geometric 
mean is close to the arithmetic mean, and where the dispersion is 
considerable, so is the difference between the means. ^ We may 
therefore expect to be safer with the geometric mean in the latter 
case and very nearly as safe in the former case, and for this reason 
the geometric mean is to be preferred. 

The harmonic mean may be reganhul for the present purpose 
as a variant of the arithmetic mean, obtained when the prices arc 
(‘quated to 100 at the end instead of at the beginning of the period, 
a case which may be merged in the discussion of weighted means. 

The unweighted median was advocated by Edgeworth on the 
grounds that it was not affected by irregularities at the extremes, 
as are the arithmetic and geometric means, an important con- 
sideration when the observations are regarded as fortuitous 
samples ; and that when it differed from the arithmetic moan it 
commonly is less than it and so approximated to the geometric 
mean, and tended to correct the asymmetry of the observations, 
which he found in the cases he examined. 

The arguments urged in favour of the geometric are as 
follows : — 

(1) If two estimates are made of the .same quantity which in 
fact is 100, then they are equally in error if, as, for example, 80 
and 125, the lower is the same ratio to the true quantity as that is 
to the higher, and not equally in error if, as 80 and 120, th(^ 
absolute errors are equal and opposite ; for if the latter wore the 
case, 0 and 200 would be equally erroneous estimates, which is 
absurd. This argument only applies if there is a natural zero to 
the scale and is not at all convincing. Nor is the relevance to the 

^ In the notation already used, write j/, = A(l -|- dj, so that Zd, -- 0. 

Then n log G - n log A 1 .Tlog (1 |- d,) = n log A — Jl’d,* + l^d,® - - . . . 
.*. G - A . e " iMi . . • ^ A{1 — approx., where /xj, Pa • • • 
mean square and moan cube of the d’s. /i 2 measures the dispersion. 

If H is the harmonic mean of the y’s, then H == G(l + J/td approximately. 
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problem before us obvious. The problem being one of elimination, 
the actual distribution of the errors, as discussed above, affords a 
sound test of appropriateness. 

(2) Jevons appears to have argued that changes in tlie amount 
of currency tended to result in equal ratio clianges in prices, and 
that therefore the chance variations in particular prices were to be 
regarded as ratio changes.^ The test is again the actual distri- 
bution, wliich should be positively asymmetrical if the natural 
[)rice-relatives were taken, but symmetrical in their logarithms. 
The tests above give little support in general to this. 

(3) The geometric mean satisfies the “ transitive ” condition; 
that is, if an index r(AB) is computed by it, as measuring the 
change from a basic time or place, A, to another, B, and then 
starting afresh I (BC) is computed to another time or place, C, 
with B as base, then I (AB) x I (BC) — I (AC), the change com- 
j)ut(‘d directly from A to C by the same method, with A as base. 
The comj)utation thus becomes indej)endent of the choice of the 
base year, which is a great i)ractical convenience. 

(4) It equally satisfies the reversal test, which is that I(AB) x 
I(BA) = 1. 

Neither of these tests arc satisfied by the arithmetic or the 
harmonic means, nor except by accident by the median. But it 
is not in the least evident that either of these tests need bo satisfied 
when the problem is simply the change of prices from A to B. 

In fact it appears that none of the four arguments adduced is 
soundly based on relevant a 'priori premisses, and the use of the 
geomcdric mean may be best supported on the grounds that it 
jippears to be safer when price-changes are much dispersed, that 
in other cases it is very near the arithmetic mean, and that in 
2 )ractice it has the convenience of being independent of any 
arbitrariness in the choice of the base year. It is also, in fact, 
easier to compute when, as is usual, the computation is rej^eated 
on similar material year after year, for the general reasons that 
lead computers to jjrefer logarithms to processes of multiplication 
and division. 


2. Index-numuers and Samplino 

In discussions on the theory of index-numbers it is often 
implicitly assumed that the data are complete and accurate, while 
in practice the main difficulties in measuring general price-changes 
are connected with the sparseness and roughness of the data. 

' See Economic Journal, 1921, p. 202, for the mathematical expression of 
tliiM. 
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The simplest method of approach is to suppose that, in the 
above notation, . . . 2/i . . . are of the nature of n 
independent measurements of an objective, and that wo are in 
the position where A, the arithmetic mean, is the best value we 
can choose for its measurement. The error of sampling to which 
A is liable then increases with a, the “ standard deviation,” where 
710^ Z(ys — A)^, and diminishes with the square root of n. 

That is, the standard error of A is o is readily computedfrom 

the observations. For example, if we take the 45 price-relatives 
used in the Statist Index for 192G (base 1807-77), A ~ 120, o -- 44, 

and — 44 y^ 45 — 7 approx., and the index-number may 

then be written 120 ± 7 ; meaning that it is liable to an error 
whose standard is 7 ; but it is better perhaps to express it in terms 
of its probable error and to say that (on the hypotheses implied) 
it as likely as not to be 4| points wrong (120 i I 7). 

But this simplest method is not really applicable, for the 
nature of the observations is more complicated and it cannot be 
assumed that the price movements are independent. 

Write tys for the price -relative of the commodity t years 
after the basic year, and write Pt for the index-number in that 
year, computed on whichever method is deemed to be best. 
Regard P* as measuring the true general movement of prices, so 
that the fraction tijs !- P( expresses the price of the commodity 
in terms of the price of “ things in general.” Then observation of 
the yearly index-numbers of the commodities shows that this 
ratio has often a tendency to move away from its starting-point, 
unity, in the course of time ; thus in the period before the war the 
price of sugar thus expressed tended downwards and that of meat 
upwards. Besides this general trend there is a residual, sporadi- 
cally positive or negative. 

We may thus write p* ^ a, -f bd -f + • • • d where 

t is the number of years, a,, 6, . . . are constants to be determined 
from the observations (by least squares or otherwise), and Vs is 
the residual.^ 

Now the price -relatives all show a correlation with the general 
movement of prices, with which we are not concerned and which 
is eliminated by taking the ratio of i/ to P as our starting-point. 
Further, many of them show a dispersion which increases with 
time, measured by the coefficient bs in the above equation for the 

' See Journal oj the Royal RtatMcal Society y 192G, pp. 300 seq. 
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6''' commodity, and we are not concerned with the correlations 
necessarily arising from these trends. Finally, there may be 
correlations in the residuals, as, for examjde, the price of flour 
moves positively from its trend when the price of wheat does so. 

All these coeffleients and sucli correlations as arc signifleani 
have been computed for the 45 Statist numbers over the 47 years 
1SG7 to 1913, t being measured from 1SG7. It is found that the 
standard deviation of the resulting index-number ex])ressed as a 
])ercentago of that number (the “ coeflicient of variation ”) is 
\/{*00G8/“ + correlation between the residuals is 

allowed for, and is increascal to \/{* 00 GS /2 .|_ (P 4 j jf signi- 
ficant correlations are brought into account. 

Some of the values of this expression arc— 


i. 

Allowing; 
for correlation. 

Not allowing.? 
for eorrcliition. 

().... 


1-8 

10 . 

2-7 

21 

LM) .... 

3-0 

2-5 

30 . 

3-5 

31 

40 . 

4-2 

.3*8 

47 ... . 

4*G 

31) 


As time flows on this tends to *082^ 

The Statist index-number for 1913 was 85 (1867-77 base). It 

may now be written 85 (^l ± - 85 3*9, or in terms of the 

probable error 85 2-G. 

If correlation was ignored the last expression would have been 
85 :i: 2-2. Owing to correlation the 45 entries arc equivalent to 
only 39 J inde])endent entries. 

On the basis of this method and results we may write the Statist 
index-number for 1925 (1913 as base) in the form 1G21 3*0; it 

is as likely as not that from the accident of sampling the index is 
3*G points (or 2' 2 per cent.) in error, and this result is typical for 
index-numbers when the dispersion of price relations is not very 
great nor the base yc*ar very remote. 

Experience and theory com])ine to show that when the index- 
numbers are unweighted and tlie prices are properly regarded as 
samples, there is a want of precision which increases as the base 
year recedes, and is specially great in times of rapid movement 
and marked variation of separate price-changes. This error is 
j)rescnt also in weighted averages, but may conceivably be 
damped down when the weights are chosen so as to bring 
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the result in the form 


where -TQP is written for 


deliberately the sample near to the objective, as in the next 
sections. 

3. CosT-op-LiviNG Index-numbers 

From the general and rather vaguely defined problem of 
measuring the changes of prices in general wo now pass to the 
specific question, what change in expenditure is necessary after 
a change of prices to obtain the same satisfaction as before ? 

For this measurement it is necessary, theoretically at least, 
to have records of expenditure at both dates. Suppose that wo 
ascertain, by a collection of budgets or otherwise, that at one date, 
say 1914, there were n commodities purchased, of the first Qj 
units at the price per unit, of the second Q 2 price Pg, etc. ; 
and that at the second date when the prices are etc., the 

quantities qi^ • • • are purchased. 

The ordinary method, used by the Ministry of Labour, is to 
compare the cost of obtaining the same quantities Q^, Qo . . . 
at the two dates. Suppressing the usual factor 100, we may write 

2’QP’ 

QiPi + Q 2 P 2 + • • • h Q«P«j and similarly for the numerator. 

An alternative method, used by a committee of Labour 
associations in 1920,^ is to take (/i, q 2 the quantities at 

both dates, and to use the form I 2 — and I 2 seem to 

liave equal claims as measurements of the change, and it has been 
suggested that an average of them would give a better approxi- 
mation than cither separately. The forms proposed arc -(* l 2 )> 

2(Q + q)p 

2(Q -1- qW 

Fisher’s “ ideal index-number,” but the analysis that follows 
supports the last as giving the true measurement. 

In the t)aragraph above the word satisfaction was used without 
definition. Assume that our records represent the expenditure 
of an average man, and that the satisfaction he derives from his 
purchases is a function of the quantities bought only, say 
U(:ri, a '2 . . .), where .r., . . . Xn are the numbers of units 

bought of the 71 commotlities. Further, suppose that the form 
and constants of this function arc unchanged over the period 
considered. The last condition limits the measurement to an 
interval of time in which customs and desires have not changed 
and to a not very wide range of real inconie. The analysis and 

* See Economic Journal, 1921, pp. 406 seq. 

No. 160.— VOL. xxxvm. Q 
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The second is Professor Irving 
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conclusions do not apply to comparisons between citizens of two 
countries, nor over, say, 60 years in one country. The relevance 
can be tested by general statistics of consumption, which show for 
England that the changes in habit were slight between 1904 and 
1927. 

Using the hypotheses customary in mathematical economics, 
we sux)posc that a given total expenditure E is distributed among 
the commodities so as to maximise U. At tlie first date, then, 

= Qj, ^*2 — Q 2 . . . give the maximum of U(u:i, 
subject to the condition -|- X 0 V 2 + • • • — E, constant. 

The solution is given by the equations 


that is 


au 


- MPi, 


au 

dx^ 


MP,, 


1 au_ I au_ 1 au 

Pj ' dXi Po * dX2 ‘ ‘ Pn ’ dxn 


when we put x^ -~= Qj, a :2 = Q 2 . . . 

Here M is a constant, identifiable with tlie marginal utility of 
money for the “ average ” man, with prices and total expenditure 
known. In the function it is not assuinod that the values of 

a u 

Xj Xj . . . are iiulopciident of each other, and nniy involve 
Q,, Q., • . . as well as Qi- 

Similarly, at the latter date, if ni is the marginal utility of 
money under the same circumstances, wc have 

1 au 1 au , 

m ^ . . - == . ^ , when we put x. — q., Xo -- qo . > . 

Pi P2 

M 

Write jii — the ratios of the marginal utilities, and write 

( 3 Qj = r/i - Qj, f 3 Q 2 - — Q 2 • • • > increments in expendi- 

ture. Write U(Q),“U(g) for U (Qi. Q 2 • • •) ‘^nd U(g„ q. . . .)• 
Then, expanding by Taylor’s theorem, we have 

U(,) - uwi = m . . “ + . g + 24Q,JQ.,™-+), 

when Qi, Q 2 • • • arc written for x.^ . . . after differentiation. 

03U 

In this we have neglected smaller terms, such as 6Qi ^ . 3 , which 

involve the curvature of the demand curves for individual 
commodities, multiplied by the cube of a quantity which may be 
considered small. 

For the first term on the right hand wc can write at once 
X6Q, = IMPdq MP,aQi + MP,5Qj + . . . 



1928] 


NOTES ON INDEX NUMBERS 


225 


To reduce the second term, write 
0U 

dxi 

au 

dx2 


Then 


*2 • • ■), 

■Mxi, *2 . . .). etc. 

3/, 


) /i(Qi>Q 2 • • •) — i5Qi . + (JQj . 


<:h 

dxo 


s^u, , an; , 

■ dx,^ I- • -?rx~dY, 

■ /2 (Qi. Q 2 • • •) = ^Ql ■ 0^^ •!'- etc. 

where Qi, Qa . . . are written for a: 1, .r., . . . after differentiation. 

Qa . . .) — MPi, and/i(r/^, (/.> mp^ etc. 

Now the expression 


J'Mv (/2 • • •) 


<5Qi“-0?J+ • • • +2 ^Qi-«5Q2 


02U 

■a^2-r . . . 


- 5Qi(aQ 


02U 


02U 


^ dx-^ ^ ' aa'ia.Ta ‘ ‘ 0;ri0:r3 


02U 


(5Q2(' 




== ^Qi (mpi — MTi) + d%(mp2 — MI'g) + • • • 

Hence the whole expression, which measures the excess of 
satisfaction given by the second budget of expenditure over the 
first, is given by 

U(7) - U(Q) - ML\dQ, + MP.a.3Q., + 

+ - MP,)(3Q, + U^np, - MF,)dQ, . . . 

- 1 V(MP + mp)(q - Q). 

.Next suppose that relatively small changes in the quantities 
(Ji, 7a . . to 72 + ^2 * • •’ would give the same utility 

at the second date as Qi, Qa . . . gave at the first, that is, 

U(j -1- ®) = U(?1 -I- Vi,q., + ?;2 . . .) U(Q). 

Then expanding the left-hand side, and neglecting . . . , 

^tt 

U(7)+2’t;iy U(Q), where 7^, 72 . • • are written for aq, 


^ dx^ 

after differentiating. Hence, since 


0U 


7n2)i etc., 


2w/ip + U(7) — U(Q) = 0 
Ivmp = ~ J2(MP + mp){q -* Q). 

Ivp - - iKpV -1- p){q - Q). 

By these assumj)tions an expenditure 2(7 1- v)x> at the second 

Q:^ 
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date gives the same satisfaction as an expenditure 2'QP at the 
first. Write I for the ratio of these expenditures. Theti I is the 
sought measure of the change in the cost of living. 

r _ i(q \~v)p _ 2:qp — + p)(q — Q) 

2'QP " 2QP 


2QP 

After a little rearrangement this becomes 


2’(Q -f q)p 
2’(Q-f^)P 


+ (T - /O • ‘ 


^q - Q)P 
2((? + Q)P‘ 


Now /i, the ratio of the purchasing powers of money at the 
two dates, is some average of the ratios pi : Pp • P 2 • • ■? if® 
indicators in different commodities, and there is no a priori means, 
from the equations, etc., on the hypotheses used, to determine it. 
In ordinary circumstances, /( cannot differ much from I, and the 

v(w — Q)P 

small factor I — /ms multiplied by a small fraction i 

how small is indicat(*d by the numerical examples below. It 
appears tliat to the same order of neglect already used (viz. 
03U 

negect of ^ 2 » equation 

C/.Cji 

for I is negligible, and I --- j~ 

Three illustrations are available. Take the standard budget 
used by the Ministry of Labour as giving the values of Q and P at 
the prices of 1914, and the budgets collected by the Cost of Living 
Committee ((hnd. 8980 of 1018) as giving q, p for urban workers, 
and those of the Committee on ( V>st of Living of Itural WTirkers 
(Cind. 70 of 1910) as giving Q, P and q, p for rural workers. 

Wo have — 


Urban. Rural. 

Urban. Rural. 

2’QP 24G-5 190-1 

Tv? - 225-5 17,3-C 

TQ/v - 521-6 H88-2 

Iqp - 455-1 347-5 

T __ 0, 10 2*04'^ 

L - 2QP - - J- • • . ^91- 

h -= 2-02 . . . 2-002 

^ ~ I(Q hq}P ~ ‘ 

^ In niy paper in the Statistical Journal, 1919, pp. 351-2. T us(mI in cff<‘< t 
^vp . 2'(Q — 7 )P, instead of |- p^P(Q — q) as above. The results 


diffor very little, but I now regard the earlier solution as incorrect. Mr. Bennett 
{Statistical Journal, 1920; see p. 460 note) gave -f pjpfQ — ?)> 

sidored the value of roughly afterwards. 
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In these cases I = 1(1^ + I 2 ) = V(Iil 2 ) very nearly. 

The full formula is I -- 2 07 + (2*07 — /i) x 

- 2-07 -1- (/e - 2*07) X *04 (Urban). 

It is seen that if we push }i. up to or down to Ig the value of 
I is only alTcctcd by *002. 

A third illustration is from the Labour investigation 
mentioned above, where it was found that I^ ^ Ig almost exactly 
{loc. cit., p. 411). 


The special case where the utility of the q budge^t equals that 
of the Q budget is interesting. We have 0 - \]{q) -- U(Q) ~- 
|2’(MP + nip)(q — Q). as above. 

Divide by in ; then a 

^ 2(Q-(7)P 

Also I is evidently now the ratio of the new expenditure Eqp 
to the old 2’QP, and identifying I with it as in the general case, we 
obtain from the algebraic rules of ratios — 


Iqp . I(q ~ Q)p 2Qp _ 2(Q I- q)p 

VQP ■ ^ ■ 2'(Q - ,y)P yqV “ 2’(Q + g)P- 


'V/P Eqp 

As in the next section, write vgp’ ^2 — where 

Vi, Vg measures of change in quantity; then the equations 
just written give X Vg - = 1, which is consonant wdth Professor 
Irving Fisher’s “ ideal ” index-number for change of quantity, 
viz. : \/(Vi • which should be unity in this case. 

Conversely, if X Vg — 1, and again we take I — p, we 

_ “('/ “ Q)P _ + <l)P =-!=,, nnd 

2QP 27P ■ ' 2((} - '/)l’ 2((i + (?)P ■ ■ ’ 

\Vc have, therefore, a simple approximate test of equalit y of 
satisfaction from two budgets. 


Though there has been no collection of working-class budgets 
since 1920, we can still make some computations of the formula3 
now given from national statistics. The Agricultural Census of 
1924 gives estimates of the production of meat, eggs and milk as 
compared wdth pre-w^ar j)roduction, and the statistics of imports 
are, of course, available. These can be applied to the items 
included in the Ministry of Labour standard budget. The 
national per capita consumption of milk and sugar were nearly 
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tlic same in 1925 as in 1913. It may be assumed that butter 
(depending on milk), bread and potatoes are consumed as before. 
The only changes shown by the statistics are — 


Consumption per capita. 



Circa 1912. 

Circa 1923. 

Beef : Home . 

. lbs. 

27 

22 

Imported 


22 

24 

Mutton : Home 


h 

7 

Imported 


13 

14 

Bacon, etc. : Horne 


16 

19 

Imported . 


14 

17 

'Potal meat 


103 

103 

Eggs : Home . 

. No. 

26 

37 

Imported 


56 

34 

Tea .... 

; lbs. 

6-7 

8-7 


We must ignore the change in the consumption of margarine 
for want of information, and also assume that there is no significant 
change for fisli, an unimportant item. 

Now take the above table as giving the ratio of q to Q in 1925 
to 1914 for the commodities named, and reconstruct the Ministry 
of Labour budget with these changes, so that Q, P a])p]y to July 
1914 and q, p to July 1925, The values of p : P are given in the 
Labonr Gazette, 

AVe obtain — 

(I. 

IQP - 225-5 Ij - 2:Qi) ~ IQp -I C74 V, - 2'QP ~ I'QP ■ 1-017 

.TQ/) :n7-« T 3 -^2V/y) r ZqP =1-660 V., I'qp r 2Q/> 1-012 

ZqP -229-4 J(Ij i-IJ - 1-670- v/(r,y ViViV.,) - 1-014 

Iqp - 3<S2-1 ^(Q ( .)p V(Q + q)V - 1-670 

1 1-670 -I- (I - fi) X *0085 

Gain of satisfaction = |2:(MP -f mp){q — Q) |(4*1M ~\- 4-5m) 

-- ^(4-l/t 4-5) = 6?n, approx., where p — I, 

that is, €)((. multiplied by the marginal utility of Id. in 1925. 

The difference between Ij and Ig is less than the essential 
inaccuracy in the computation, and it is therefore unlikely that 
a new collection of budgets would by any formula lead to any 
significant modification of the measurement of the change in cost 
of living so far as food is concerned. 


Note. M. Ragnar Frisch {tSur zm probU'me d\'conomi<' pure : Norsk Mate- 
rnatisk Forenings Skriftfn*, Seric I, Nr. 16, 1926) givp.s a formula for expressing 
the marginal utility of money which we can apply to the relationship between I 
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and ft obtained above. He arj^es on n priori grounds that, if z expresses the price 
level at any time and r the expenditure of an individual, the marginal utility of 

money is cquatable to ^ 0 unknown function. He finds that 

the simplest form of g, consistent with certain conditions he lavs down, is g{r) - 
C log where C is a constant and a is a minimum of expenditure. 

In our notation write R = i^TQ, and r ■ Zpq for expenditure at two dates, 
and z : : J = {Hpq -j- Zpv) ;■ ifPQ for the price level (whose expression M. 
Frisch leaves undecided) at the second date, while unity is that at the first. 

Then g M m (/(R) j I log ( log 


Write R = aa, and observe that IR — r d Zpv. 

fi =1 log I a ^1 — a = I — we neglect as before 

squares of d- ^’RQ* 

Now £pv = ^ 2’{(/i P d* p){Q, — g)} (p- 225), and therefore 

_2>Pd-7))(Q~7)} 

2 log tt . 2TQ • 

The complete equation for I, from p. 226, is tlien 

2(Q + q)p 2;{(^iP + p)(Q - q)} ^q~- Q)P 

~ 2((y -f q)v ^ 2 log a my ' + Q)p’ 

Here a is the ratio of the expenditure at the first date to a “ Ic minimum 
d’existence au niveau des prix donm') ” {loc. cit., p. P)). Wc must postulate that a 
is sensibly greater tlian unity, for otherwi.se the marginal utility, C log a, is 
indefinitely great. For convenience of analysis take a -- e -= 2-72 . . ., and 
log a = 1, and use the numeric'al valuer, for the urban budgets (p. 226 above). 
Then I — /t -= /a x *043 + *133 from the formula above, while I — 2*07. Hence 
fi - 1*86 juid is definitely less than I. But the eom])lctc formula for 1 becomes 

I -= 2-07 + -21 X ( - = 2-07 - -0003, 

and the value 2 07 is reduced insignificantly. This numerical relationship 
depends, however, on the value arbitrarily taken for a. If the arbitrary a is 
taken to bo small, the difference between I and /* becomes very small. 

Notice that if U(^/) = U(Q), so that Spv is zero, I and /t are identical. 


4. Index-numbers of Quantity 


(a) Change in standard of living , — Give P, Q, p, q, the same 
meaning as before, and write E - i^PQ, e -- Hpq. 


Then 


HE ^ 

_ HTq _ 

^ HPQ TF" 


and 



He 

£e . ^ 
7 


possible measurements of the change of standard, being weighted 
averages of the individual changes q : Q, and are analogous to 
and I 2 used above. 

We are not justified in making the assumptions on which 
Section 1 w\as based, and the analysis of that Section is not 
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;ip])li(.*a))lo. Nor can wc use any general conception of utility, 
for it will bo found that none of the equations of Section 3 alTord 
any absolute measurement of U (total utility) or of the ratio of 
two values of U. 

It appears to be only possible either to say that the sought 
measurement is symmetrically related to which assigns the 
relative values of the units of different commodities as at tlu^ 
first date, and to which assigns those at the second date; 
or to deduce the quantity index from the price iiuh'X from a 
formula advocated in a dilTerent eonneetion i\v Professor Irving 
Fisher, viz. 

1st expenditure X Quantity index x Prica^ index ihid 
expenditure. 

The assumption here that the quantify and juice index- 
numbers should be in(kq)endent of each other is not easy to 
justify. 

It is jKuiiaps unnecessary to discu.ss th(‘ rival merits of the 
aritiimetic an<l geometric means of \\ and in this case, since 
they are liluiy to agn^e within the limits of imwitable ('rror.^ On 
t’ e second method, using the ifidex-number for prices already 
found, w’c have — 


Quantity index 


^ V J i- 'Jl 'X) 

]-X2'(Q -! <ih> I 1- 1 ■ 1 i'V, ■ 

Vs 


For the three budg(is instanced above these fonnul.-e yield 
V('ry nearly th(^ same results. 



laiH. 

Ibise July llUJ. 

1112."). 

llypotlirliciil. 

V- 

Urban. 

Jtural. 

V, . 

•Olo 

•on 

10172 

V,, .... 

•S72 

•SH4 

I-oi III 

i(V, ■! V,) . 



i-oi-ia 

a4V,V.) 

•so:t2 

•noaf) 

10 11.^) 

V„(l V,) 




1 + V, • • 

•802 

•11012 

1 our) 


Thus from 1014 to 1018 there was a fall in standard of living 
thus measured of about 10 per cent., though the fall in calorie 

’ Profes-sor Trvirig Fi.slirr uses \/(t Ja) tor pricc.s and for qunntitit's. 

Th<'.si‘ satisfy tlio “transitive” rondilioii (p. 220 above) and tlie equation just 
Kiven. 
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value (urban budgets) was found to be only 3 per cent. From 
1914 to 1925 the rise in standard was about 14 per cent. 

(b) Index-number of production . — Here we get no help at all 
from Sections 1 or 3. Wc cannot assume that there is any utility 
function of unchanged form for a nation, or that there is any 
general force increasing production of commodities of all kinds, 
modified by special variations subject to a law of error. Even if 
we had complete information wc should still have to select an 
average of V, and Vg on grounds of convenience I'ather than of 
principle, and our only security would come from approximate 
ecpiality of the diih'rent relevant averages. But in fact tlie inore 
important difficulties are found in the nature of the material 
rather than in the method of averaging. 

The common form of an index-number of production is 

Vj I’Ey -- 1"E. Here the values Ej, E 2 . . . arc taken from 

a Census of Production for as many groups of commodities as 
can be treated separately. 13ie fundamental difficulties are that 
there is no unit of the product of manufacture, ('xcept in the 
simplest cases, and that annual records are available only for a 
limited number of raw materials and of partly manufactured 
products. Tf the available ratios q : Q bore a constant ndation 
to the essential change's in the volume of production, for example, 
if the output of the woollen industry were ju’oportional to the 
consumption of yarn, the index would, as a weighted average, 
liave a precision greater than the precision of its constituents. 
But there is good evulence, for example, in the engineering 
industries, that in recent years the intrinsic vahu' of the products 
have increased more rapidly than has the consumption of the 
UK'asurable materials. The 1924 Census of Production affords some 
means of testing this, but it is already evident that it will be a very 
difficult matter to match it wdtli the 1907 Census for this purpose. 
It will, however, be at once possible to calculate V., as well as V\, 
since the 1924 Census gives the relative values of Cg . . . 

The Board of Trade, in revaluing Imports and Ex])orts of 
each year at the prices of the previous year uses the form for 
quantify, but Ig for prices.^ More consisfent and logical results 
would be obtained by using \/(ViV.,) and VlIiTo)* 'Inhere is a 
danger, which the Board of Trade avoids as far as possible, in 
combining the annual results thus obtained by the “ chain ” 


^ The price indox-numher is apparently tlednoed from the quantity index- 
number. Thus Spq ^ ITQ X Vj X I - iTQ X I. Hence I - ^p^ I,. 
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method. An extreme case of the error that might be introduced 
is given in the following liypothetical example 


Coiuinodity. 

1st y 

car. 

1 

2nd V 

ear. 

3rd Year. 

Quantity. 

i7- 

Price. 

iP‘ 

Quantity. 

27* 

Price. 

2P- 

Quantity. 

37* 

Price. 

3P- 

.A . . . 1 

6 

100 

2 

200 

6 

100 

B . 


100 

10 

00 

7 

100 

C . . . 1 

1 

8 

100 

0 

80 

8 

100 


. ip 2100 I y(i . ap = Z.^q . iP - E^q . ; 

Z’i7 . ap 2 tTO Z^q . i ^2? • zP 2020 ; 

Z./l. ip 2100 - ^27 . 3l?- 

the chain metliod the index-number of quantity in the 
tliird year com])arcd with the first i.s 

-^7 _ 2i00 2470 _ . 

2;i7 . ip Z^q ~ 21^ 2100 ^ 2020 ‘ 

while it evidently should ])c unity. 

'f the double method were applied to both years wo should 
have 

y V M ■ 2^ V ^2? 

V' A? • iP ' ' ^ V' ^27 • 2? ^ i’s-Z • sP ' 

^ /, 2100 2020 1 1 2m 2100 

\ '2100- 2470.' \ '.2020 ^ 2100 

as it should in this ease. 

However it is not generally equal to a X as 

\V2i7.iP Z^q.^pZ 

it should, if the double method is applied to the first and third 
years. 

Results obtained by the chain method therefore need to b(^ 
frequently tested by reworking on alternative methods, except 
those based on the method of the Board of Trade’s general 
index-number of wholesale prices, viz.: a geometric mean of 
relatives. 


a. Causes of Error in Index-numbers 

Quite apart from misjudgment in the choice of formula, there 
are numerous sources of error in the construction of index- 
numbers, which may be classified as follows : — (a) Inaccuracy of 
price (or quantity) relatives; (6) Error due to sampling; (c) 
Errors in weights; (d) Omission of relevant classes; (e) Non- 
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coiriciderico of the field of selection with the objective; (/) 
Inappropriateness of the relative to the weight. Discussion of 
these errors in relation to can be applied mutandis mutatis to V^. 

(a) The fundamental difficulty in forming index-numbers of 
prices ivS in securing actual market quotations at which the bulk 
of the sales are made for commodities of precisely the same grade 
over a period of time. The trouble is present in apparently the 
simplest cases, such as wheat and pig iron, and it is more acute 
with articles of a high stage of manufacture. Averages based on 
import and export records arc specially liable to error. When 
there is a definite change of grade or kind of a commodity, replace- 
ment can be effected in a chain index-number. The resulting 
error in the index-number can be expressed in terms of the typical 
error of the relative as under (c). 

(b) The error of sampling was discussed in Section 2 for the 
unweighted arithmetic average. It is still present in a modified 
form in weighted index-numbers, since it is never practicable to 
cover the whole field of investigation, but its effect needs a trouble- 
some special analysis for each case. 

Z\Nr 

(c) In the formula > where r is the price or quantity 

relative and W the weight applied to it,^ suppose the r’s to be 
correct, but that Wi(l -j- Ci), WgCl + f 2 ) • • • are erroneously 
. taken instead of the correct Wj, Wg . . . Write e for a typical 
value (mean or mean-square or probable error) of e i, fg • • •> and 
write Ou! for the ratio of the standard deviation of the W’s 
(regarded as a frequency gro\ip), to the average of the W’s; and 
write Or for the ratio of the standard deviation of the r’s to their 
average. Then if n is the number of commodities, and terms 
involving correlation are neglected, the resulting relative error in 

£ 

the index may be written E Vl oj . Or. 

For example, in a study of the Board of Trade general index- 
number for December 192.5, n — G6 (the number of commodities 
grouped for a special purpose), 

- 1, Ur — ’22, whence E = £ X *038. 

If now wo suppose t hat the weights were as likely as not to be 
10 per cent wrong, so that e -= is the probable error, then the 


i'Qi' i’gv ■ 

Here W - 

QP, and r 

XPQ '• 

Here W 

PQ and r 
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probable error of E from this cause is *0038, and the index, stated 
as ]r)0, may be wi'itten 150 (I ib *0038) ^ 150 h -O; if £ ^ 
as 150 I- *3, etc. A plausible value for r can often be assigned by 
study of the data. 

If, to return to (a) we take W as correct, and r as subject to 
an error e, then the resulting error in the average may bo written 

E = ® ^/(T e X -18, 

V 

and if e is taken as the index may be written 150 (1 ± *000) 
150 i 1-3.1 

More serious errors are made by attaching the wrong import- 
ance to a group containing commodities whose price movements 
are correlated, and these can best be tested arithmetically. Thus 
it is doubtful what is the relative importance of food and materials 
in a general ind(‘X-nuniber. The Board of Tratle assigns 53 : 07. 
The eft’cct of changing this 2)ro])ortion can be thus shown : — 


Board of Trade ^V^K)LESAEE Prick Index, Dec. 1025 



Index. 

Woiij;hts. 

Prod lifts. 

Weights. 

Wfiglita. 

Food . 

D53 

53 

8030 

50 

40 

Materials . 

Md 

U7 

11182 

50 

(>0 



150 

22.S()1 

100 

100 

Index 



152 

1341 

153 


Again, the olhcial German index-num])er attaehcal the ov('r- 
whelining weight 83 (in December 1925) to Home Products, 
giving only 17 to imports. 'I'lie price indices Avere respcctivt'ly 
114 and 161, and the complete index 12U. If the w(’ighfs 
assigned for England by the Board of Trade are applied to the 
detailed entries, however, the index is raised to 148. 

(d) In some index-numbers a whole grouj) is omitted for want 
of data. vSuppose P ^ to be the index for the commodities included, 
Pa the unknown index for the cxeludcd, and P the true complete 
index, and tlic ratio of the weights of the included to the excluded 
is x: ft {y. P 1), then 

P = aP, h^Ps-Px |-/J(P2-Px). 

Tims the Belgian index -number excludes meat. If the Board 
of Trade excluded the meat group (weight 17 in 150), the resulting 

^ For proof and conijiletion of the formula} sre Elements of Statistics, pp. 320 -1* 
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number for December 1925 would have been 150 instead of 
p = 153. Pg for meat is 175, and the formula becomes 

163 = 150 + (175 - 150). 

Errors such as these and in the latter part of (c) account for 
many of the discrepancies observed b(;tween index-numbers 
which appear to be intended to represent the same movements. 

(e) Here are included such gross errors as the application of 
wholesale price index-numbers to retail prices, of taking a number 
based only on Imports or on Exports as representative for all 
goods, or of confusing IIk; retail food with tlie Cost of Living index. 

(/) The outstanding instance of the inappropriateness of the 
quantity (or price) relation to the weights is to be found in indices 
of production, as explained in Section 4. 

The errors in (c) and (/) cannot be measured. But a rough 
estimate can often be made of (a), (6), (c), (d) and of their combined 
effect. These four classes of errors are not independent of each 
other; to some extent (6), (c) and (rf) are different aspects of the 
same thing. A general impression from the study of many 
details is that an index-number, when properly defiru'd and related 
to an objective, is liable to a probable error of at least 2 per cent. 
This error is more important than any arising from the wrong 
choice of the form of a symmetric mean. 


6. Wage Index-numbers 


The compilation of an index-number to measure the change 
in the average wages of a working population, though it involves 
many of the methods already discussed, presents certain dilliculties 
and introduces new conceptions which are best elucidated by a 
special notation. 

Write Nj, Ng . . . for the numbers in the different industries 
or occupations, and W^, W 2 . . . for their average wages in the 


basic year, and n^, . 

in another year. Write W 


Wo . . . for numbers and wages 


, Inw f ,, 

and w ~ for the 
En 


general averages of wages at the two dates. 

rurthcr, write — ^HW* En\N 

Then the main objective is to evaluate w W, but we may 
also wish to find R^ and Rg, which represent the movement due 
to change of wages alone without reference to any changes in 
relative numbers in the industries. 



236 


THE ECONOMIC JOUENAL 


[JUNE 


TIjc form is necessarily used if we have only one record of 
numbers. It was also explicitly used by Mr. G. H. Wood 
(Statistical Jovrnal, 1009, pp. 102-3) for measuring wages of 
“ Workman of Unchanged Grade, ’’ and it is the form by which 
the Ministry of Labour computes its “ general course of wages.’* 
The form Rg was used among other measurements by the 1925-6 
Coal Commission, to show the effect of the increasing number of 
less-skilled men in mines, whose wages had increased more 
rapidly than those of the fully skilled. They found Rg = 1*642, 
while Rx ^ - 1-035, and lo ~ W = 1*01 (Report, p. 280). 

In the general problem it is useful to separate the effects of 
the change due to shifting of numbers from that due to increase 
of wage-rates. For this juirpose write = Nx(l + M 
;?2 Ngil + P 2 ) • • M (1 + and Wi(l + ri), 

^V2 = W2(l h ^' 2 ) • • • 

In fact the p’s arc computed from the Population Census, and 
the r’s from the wage-changes recorded by the Ministry of Labour, 
on different methods and with different precision. Also we know 
the value of p, but there is no corresponding check on the weighted 
average of the r’s. 

N W 

Further, write — 2 ^nW’ similar values for E^, . . ., 
and finally write P == 

Ex, Eg . . . represent the relative importance of the wage- 
bills in the different industries. P measures the change due to 
shifting of population alone. 


Unw Zn W 

V ^ + V) 

\\ rw ■ Zn ^ ZnW 1 -f p 
Z^' TN 


X R2 = p X R2. 


Here R 2 


_2:Ex( 1 + rx)(l 4- Pi) 
iEi(l -hPi) 


, while Rj 


i;Ex(l + r,) 

ZE^~ • 


Rg is greater than Rj, if increa.se of numbers (1 + p) 
positively correlated with increase of wages 1 -f- r, i.e. if the 
population moves to occupations wdi(‘re wages are rising fastest. 

P is greater than 1, if I -fp i.s positively correlated with W, i.e. 
if the population moves to occupations where wages were higher. 

Movements in both these senses have generally taken place 
during the sixty years or more for which there are adequate 
records. 

The values of these quantities for the United Kingdom in 
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1924, when 1914 is taken as the base year, are approximately as 
follows : — ^ 



Males. 

Females. 

All. 

1 -h p 

105 

•98 

103 

1^ 

1-02 

•99 

1-02 

Ri 


212 

1-94 

Rj 

1-906 

2- 12 

J-943 

P X R* . 

1*95 

210 

1-98 


For women the movement is confused by the transfer from 
domestic service to industry and from industry to salaried work 
{not included in the computation). 

For men Kg brought down by the relatively small increase 
in coal-mining wages where the increase in numbers was con- 
siderable. Rj is greater than the Ministry of Labour’s com- 
putation (1*70 to 1*75) because it is based on average earnings in 
the industries, such as are shown in the Wage Census of 1924; 
these have increased more rapidly than rates of wages, owing to 
more piece-work and facilities for earning, and also to a shifting 
of numbers within the industries, which could not be allowed 
for in the computation of P. 

These numbers all relate to earnings in the normal week. 
Hourly rates have increased more. For annual earnings we should 
correct for changes in unemployment, holidays and sickness. 

The change in aggregate wages is measured by 

= P X R, X (1 + p) = 2-04 

in the United Kingdom, or L96 if South Ireland is excluded at 
the second date. 

A. L. Bowley 

Note. — The wage-index of tlie London and Cambridge Economic Service 
was only intended to be an “ indicator ” based on returns which could be obtained 

monthly, but it has obtained an unexpected publicity. It is of the form n w 

100. Though it is apparently unweighted, the eleven industries or occupations 
included, viz. Bricklayers, Bricklayers’ Labourers, Fitters, Engineering Labourers, 
Compositors, Railwaymen, Dockers, Coal-rainers, Cotton Operatives, Woollen 
Operatives and Agricultural Labourers, were chosen to represent in reasonable 
proportion skilled and unskilled, time and piece rates, men and women, town and 
coimtry. But in fact the se'parate entries are either weighted or depend on 
changes common to a whole industry, so that its form may be regarded as that of 
Ri. In the Economic Journal, 1928, p. 4, Professor Clay writes that Engineering 
has a weight of only 1 in 9 ; in fact it has a weight of 2 in 1 1 . This index for 
1924 was only 179, for it intentionally neglects all population movements, 
whether within an industry or between industries. 

^ Based on The National Income, 1924, Bowley and Stamp, Chapter IV. 





AN ANALYSIS OF SUPPLY 

1 

§ 1. For the purposes of this article I define the normal 
supply price of any quantity of output as the price which will 
just suftice to call out a regular flow of that quantity when tlie 
industry under review is fully adapted to producing that quantity. 
Prima facie the supply price of an industry may fall, remain 
stationary or rise, as the output of the industry incn'ascs. 
According as it does one or otlui- of these things, the industry 
will bo said respectively to obey the law of decreasing, constant 
or increasing supply price.^ The same industry may, of course, 
obey one of these laws in respect of some quantitii's of o\itput 
and another in respect of other quantities. It is prt)p()sed to 
study generally the way in which the relation between variations 
in normal supply price and variations in quantity of output is 
determined, 

§ 2. By the relation between variations in normal supply 
price and variations in output is meant, not necessarily th(5 
relation which does subsist between these things in history, but 
the relation which would subsist subject to the condition other 
things being equal. In real life, with the general advance of 
knowledge, new methods of production are being continually 
introduced and new technical appliances invented. Some of 
these changes occur, so to speak, “ spontaneously ” ; that is to 
say, they are due to factors which would operate eren though the 
outpiU of the indusirif remained constufit. Others are the result of 
the changes in the scale of output, being called out in response to 
changes in demand. Of course, in practice, it may often bo 
impossible to say whether a particular invention in, say, the 
process of steel manufacture is spontaneous in the above sense or 
not spontaneous. Logically, hownver, the distinction is quitch 
clear. In the following pages spontaneous changes are definitely 

^ This phraseology has an advantage over “ increasing, constant and dimin- 
ishing returns ” or “ decreasing, constant and incn'asing ’* cost, because in some 
circumsttiiicos average returns will be increasing and marginal returns decreasing 
in respect of tlio same output ; and similarly with average and marginal costs. 
With increasing, constant and docreewing supply price there is no eorrosponding 
ambiguity. 
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ruled out of consideration. Therefore an industry may display 
continuously falling supply price through a long scries of years, 
and yet may not, in any sense relevant to my problem, be 
operating under conditions of decreasing supply price. ^ An 
industry is said to conform to increasing, constant or decreasing 
supply price when, apart from spontaneous changes — i.e. changes 
in technique not due to changes in output — increase of output 
would bo associated, as the case may be, with increasing, constant 
or decreasing supply prices. 

§ 3. Most industries arc made up of a number of firms, of 
which at any moment some are expanding, while others are 
declining. Marshall, it will be remembered, likens them to trees 
in a forest. Thus, even when the conditions of demand are con- 
stant and the output of an industry as a whole is correspondingly 
constant, the output of many individual firms will not bo constant. 
The industry as a whole will be in a state of equilibrium ; the 
tendencies to expand and contract on the part of the individual 
firms will cancel out ; but it is certain that many individual firms 
will not themselves be in equilibrium and possible that none will 
be. When conditions of demand have changed and the necessary 
adjustments have been made, the industry as a whole will, we 
may suppose, once more be in equilibrium, with a diffiTcnt output 
and, pcrliaps, a different normal supply price ; but, again, many, 
perhaps all, the firms contained in it, though their tendencies to 
expand and contract must cancel one another, will, as individuals, 
be out of equilibrium. This is evidently a state of things the 
direct study of which would be highly complicated. Fortunately, 
however, there is a way round. Since, when the output of the 
industry as a whole is adjusted to any given state of demand, 
the tendencies to expansion and contraction on the part of 
individual firms cancel out, they may properly bo regarded as 
irrelevant so far as the supply schedule of the ind\istry as a whole 
is concerned. When the conditions of demand change, the output 
and the supply price of the industry as a whole must change in 
exactly the same way as they would do if, both in the original and 
in the new state of demand, all the firms contained in it were 
individually in equilibrium. This fact gives warrant for the con- 
ception of what I shall call the equilibrium firm. It implies that 
there can exist some one firm, w'hich, whenever the industry as a 
whole is in equilibrium, in the sense that it is producing a regular 
output y in response to a normal supply ])rice y>, will its(‘lf also 

^ Goomotrically tho continuous fall in costs wouKl bo represented by a 
lowering of tho whole supply curve. 

No. 150. — VOL. XXXVIII. H 
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iiulividiuilly be in equilibrium witli a regular output Xr.^ The con- 
ditions of the industry are compatible with the existence of such a 
firm ; and the implications about these conditions, which, whether 
it ill fact exists or not, would hold good if it did exist, must be 
valid. For the purpose of studying these conditions, therefore, it 
is legitimate to speak of it as actually existing. For any given 
output, then, of the industry as a whole, the supply price of the 
industry as a wliole must be equal to the price, which, with the 
then output of the industry as a whole, leaves the equilibrium 
linn in equilibrium. The industry, therefore, conforms to the 
law of increasing, constant or decr(‘asing supply prices according 
as the price which leaves the cipiilibrium firm in equilibrium 
increases, remains constant, or decreases with increases in the 
output of the industry as a whole. In industries which consist, 
not of many iirins, but of one linn only, the industry as a whole 
and the equilibrium firm are, of course, identical, and there are 
no linns other than the equilibrium linn. The main part of 
this article is eonciu’iied with what are ordinarily spoken of as 
competitive conditions; ie. conditions sucli tliat the outputs of 
the individual firms are small relatively to the output of tlio 
w'liolc industry, Avliieh impli(‘s that the output of our equi- 
librium firm, is small relatively to //. The case of an industry 
con.sisting of one fir?n only will also Ix^ studied briefly in the fourtli 
section. Hut the diflicidt intermediate case of an industry in 
which Xr is ncMtlier small relatively to ?/ nor yet equal to y — a 
ease involving some measure of indetermiuatenoss — will bo left 
out of account. It is assumed tbrougliout that outsiders are not 

* Mrir.sli.iH's sfatora^'M^s Iji.-: “ n'liiv.-antat ivo firm” .sIkav iJmt llii^ is 

f a.-i Jill “ (wjiiii/briiim firm.” But it i;} al':(j .somrtJiim^ mora. Jt i;< a 

firm of, ill .‘ioiiu' sofiso, avorn^^o size. M.arshall pii liircs it as u. ” t y]ii('al ” fiiin, 
Ijiiilt oil a scalo to wliii-li actual firms tend to apjiroxinuito ; for .some purpo.'^i's lie 
.suggests that it mi^dit ho ac! 1 to to ourselvc.s several difh'rcnt typical 

firms, Olio, for oxainjilo, in llai company form, anotluT, ])rohabIy smaller, in tho 
jirivati* husini'ss form. Tliat this conception is apyiropriati' to ae.tual condition.? 
is well sliown hy tho sf iidio.s of (he sizo.s of a mmihi'r <»f actual hiisiii(*sse.s carried 
out in 1914 hy Sir Sydney ('h.iyanan and Mr. .\shfon. '.rhey conclude ; “ Cener- 
ully speaking, there would seem to exist in indn.strie.s, or branchcK of industries, of 
a<l('(piate size, under given sets of eondition.s a typical or reprc.sentntivo inag- 
nitinlo to wliicli hiisinesses tend to grow, typical yiroporf ion.s hot ween their parts 
and typical constitul ions. ... As there is a normal .size and form for a man, 
.so, hut lc.ss markedly, are tliero normal sizes and forin.s of hu.sine.s.scs.” ('riie 
si/.t-s of laisin.’.ssi s mainly in tho textile industry. ^Sfutisdcdl Journal^ 11)11, 
|). r>12.) For my more limited [lurpose, however, it is not necessary to jiostulate 
that thm»‘ is any rejiresentntive or typical size of firms. Firms might })e of all 
varietie.s of .size, not concentrated about any norm. All that is required is that 
one (inn is — or, ratlier, that tho eoialit ions are .such as to make it possible for one 
linn to ho an ‘‘ cipiilihnum firm ” in tlic sense defined aliove. 
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excluded from the industry under review by legal rules or 
clubbing devices. 

II 

§ 4. Marshall’s discussion of internal and external economics 
has made familiar in a general way the idea that the production 
costs of an individual firm in a many-firm industry sometimes 
depend, not on the size of its own output only, but also on that 
of the industry as a whole. This idea needs, however, to be set 
out in precise form. Three stages may be distinguished. In the 
simplest stage the individual firm’s costs depend solely upon its 
own output. There are no external economies or diseconomies, 
and such internal economies or diseconomies as there are are 
wholly unaffected by variations in the scale of the industry as a 
whole. If we write y for the output of the industry as a whole 
and Xr for the output of the equilibrium firm, the money costs of 
the equilibrium firm arc measured by Ft(Xr). In the next stage 
the individual firm’s money costs consist of two parts, one depend- 
ing on the size of its own output, the other on that of the output 
of the whole industry. We may call the former, if we will, 
internal costs, the latter external costs. The latter will consist 
of the firm’s expenditure on the materials, machinery and so on 
which it buys, and the price of wdiich will vary with variations 
in the demand for them on the part of the industry as a whole. 
Hero the money costs of the equilibrium firm are measured by 

i\[Xr) third stage the relation between costs 

and the two sorts of output arc more complex. Here it is no 
longer proper to regard the individual firm’s money costs as 
consisting of two separate and independent parts. These costs 
will undergo different variations in consequence of a givei? 
change in its output according to the level at wdiich the output 
of the industry as a whole stands ; and they will undergo different 
variations in consequence of a given change in the output of the 
industry as a wdiolo according to the level at which the individual 
firm’s own output stands. The costs of the equilibrium firm are 
measured by Fr{Xr.y). This last formula, which is a general one, 
of course includes the two simpler formulsc as special cases. It 
will, therefore, be convenient in the first instance to conduct our 
analysis by means of it. 

§ 5. Let y be the output of an industry as a w hole ; av the 
output of the equilibrium firm; Fr(Xr,y) the total cost^ of the 
equilibrium firm ; and p the supply price of the industry s 
product. The following quantities have then to be distinguished. 

K 2 
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First, the marginal additive cost to the equilibrium firm, i.e» 
the difference made to the total costs of that firm by increasing 
its output from Xr to (Xr 1- J.iv), the output of the other firms 
remaining unchanged, 

^ dt\(x,,y) dF r{Xr,y) 

~ dXr * 

Secondly, the marginal substitute cost to the equilibrium firm, 
i.e. the difference made to the total costs of that firm by increasing 
its output from Xr to (.iv + Axr), tlie output of the industry as a 
whole remaining unchanged (i.e. that firm’s increase being 
balanced by an equal decrease elsewhere), 

_ cFr(Xr,y) 
dXr 

Thirdly, the average cost to the equilibrium firm 
_ Fr(xj^y) 

Xr 

§ 0. When a firm is considering what difference will be made 
to its total costs by adding to or subtracting from its output a 
small increment, it will measure the difference by marginal 
additive cost if it reckons that the output of other firms will not 
he altered in consequence of its action, and by marginal substitute 
cost if it reckons that other firms will be driven by its expansion 
to contract their output correspondingly, so that the output of 
the whole industry, including itself, will bo unaltered. It may 
reckon that something intermediate between these two things 
will happen, in which case it will look to something intermediate 
between marginal additive cost and marginal substitute cost. 
If the total cost to any one firm producing a given output is the 
same, whatever quantity other linns are producing, these two 
sorts of marginal cost coincide. In any event, so long as the 
output of the industry as a whole is large relatively to the output 
of any one firm, they are not likely to differ very much. The 
technique of the discussion will be slightly different according 
as we suppose that the equilibrium firm reckons that a small 
increase in its output would involve an equal, nil, or intermediate 
addition to the output of the industry as a whole, but no difference 
will be made to the broad result. Since, therefore, the analysis 
is simplest if the equilibrium firm thinks of small changes in its 
output as involving equal and opposite changes in the output of 
its competitors, I shall proceed on the assumption that it in fact 
does this. Hence, so long as we are considering many-firm 
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industries, no further reference will be made to marginal additive 
cost ; and the term marginal cost will be used without adjective 

to signify marginal substitute cost, namely, 

§ 7. It is then easy to see that, if the supply price of the 
industry were less than the marginal cost of the equilibrium firm, 
sales at the supply price would involve a loss to it and it would tend 
to contract. If the supply price were greater than the marginal 
cost to the equilibrium firm, that firm would gain by expanding 
at the expense of other firms, because, while the cost of its old 
output would still be covered by the selling price — which would 
bo unchanged, since aggregate output is unchanged — the cost of 
its new output would be more than covered.^ Hence, in neither 
case would the equilibrium firm be in equilibrium. Since then, 
(IX hypolhesi, it must bo in equilibrium, the supply price of the 
industry must bo equal to the marginal cost of the equilibrium 
firm. That is, 

,^_dFr(^y) 
dXr ‘ 

§ 8. If the supply price w^ero less than the average cost of 
the equilibrium firm, it is obvious that that firm would be 
making a loss and, therefore, w'ould tend to contract, thus belying 
its nature as an equilibrium firm. Therefore, the supply i)rico 
cannot be less than the average cost of the equilibrium firm. 
Again, if the supply price is greater than the average cost of the 
equilibrium firm, outsiders will be tempted to come into the 
industry, forming themselves into similar firms and thus increasing 
the producing capacity of the industry, until the supply price of 
an output y is no longer in excess of the average costs of the 
equilibrium firm. Therefore the supply price cannot be greater 
than the average costs of the equilibrium firm. Hence the 
supply price is equal to the average costs of the equilibrium firm,- 

^ Xr 

§ 0. Expressed in words, this condition and the preceding 
condition together state that the normal supply price of the 

* Tho argument here would have a slightly difTerent form if marginal udditi\ e 
(jost were tho rolovant form of marginal cost, but tlio result would be the same. 
Cf. post, footnote to § 20. 

* It will bo noticed that neither tho preceding argument nor tho coialition 
set out in § 3, that tho tendoncy of tho various non-oquilibriuiii firms to expand 
and to contract must balance one another, noceasarily implit's that tho supply 
price is etpial to the average co.st of the induslri/ as a whole. 
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product of a many-firm industry is, in respect of all quantities 
of output, equal both to the marginal cost and to the average 
cost of the equilibrium firm; cost being understood, of course, 
in the sense of money cost. These two conditions are funda- 
mental and of general application. 'Jlic resultant equality 

dFr(XrJ/) h\{Xr,y) 

dXr Xr 

can also be derived direc'tly from the proposition that, when y is 
eiven, must bo siicli as to make ^ a minimum. 

§ 1 0. There arc three sorts of equilibrium, unstable equilibrium, 
neutral eipiilibrium and stable equilibrium. A system is in 
stable equilibrium if, when any small disturbance takes place, 
forces come into play to re-establish the initial position ; it is in 
neutral equilibrium if, when such a disturbance takes place, no 
re-establishing forces, but also no further disturbing forces are 
evoked, so that the system remains at rest in the position to 
which it has been mov'ed; it is in unstable equilibrium if the 
sr all disturbance calls out further disturbing forces which act 
in a cumulativo manner to drive the system away from its initial 
position. A ship with a heavy keel is in stable equilibrium ; an 
egg lying on its side in neutral equilibrium ; an egg poised on one 
of its ends in unstable equilibrium. Obviously for practical 
purposes unstable equilibrium is no ecpiilibrium at all : its presence 
would involve the system running down to one in which the 
industry consists of a single firm. In order that the equilibrium 

mav be neutral we require the further condition that 

^ VXr 

is constant over a certain range : in order that it may be stable, 

the further condition that 

^^Fr(Xr,y) ^ 


§ 11. Let us now consider in turn the three cases distin- 
guished in § 4. In the simplest of these, when the costs of the 
equilibrium firm are dependent only on its own output and not 
at all on the output of the industry as a whole, the expression 
Fr(xr.y) degrades to F,(x,). The two conditions of equilibrium 
become 

p F/(Xr) ( 1 ) 

— ^r{Xr) 
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and the condition that the equilibrium shall be neutral or stable 

becomes Ft'\xt) = > 0 (3). 

In a many -firm industry condition (3) in conjunction with con- 
dition (1) rules out the law of decreasing supply price in 
respect of outputs equal to or greater than whafc is being actually 
sold. For, if that law holds for the industry as a whol( 3 , it must 
hold for some individual firm belonging to it, and such a firm, 
once getting an accidental start, would cumulatively undersell 
and oust all the others. Condition (3) is not, however, really 
necessary to exclude the law of decreasing supply price. For 
conditions (1) and (2) in conjunction exclude both this law and 
also the law of increasing supply price. This is easily proved. 
The tw'o conditions together yield 


F,(av) 

Xr 


F/(av). 


This implies that Xr, and consequently F/{Xr), are determined 
independently of the output of the industry as a whole ; and this 
implies in turn that the supply price of the industry is the same 
whatever the magnitude of its output. In other words, the 
industry is necessarily conducted in accordance with the law of 
constant supply price. 

§ 12. In this simple case, since the cost function of the 
equilibrium firm is a function of one varial)Ie, it can Ixi — as of 



course it cannot be when two variables arc involved — re])resented 
by a plane diagram. It may be of service to persons who prefer 
diagrams to algebra to set out the implications of the foregoing 
analysis by these means. In the annexed figures the curve SSm 
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represents the marginal costs that various amounts of output 
involve to the equilibrium firm, and the curve SSa the average 
costs. I'hcso two curves are, of course, bound together by a 
rigid relation; such that, if M be any point on Ox and a por- 



j uidicular be drawn through M cutting in Q and SSa in Fy 
the area SQMO is equal to the rectangle BPMOy whatever be 
the shapes of the two curves. It is easy to see that, if either 
curve slopes downward throughout (as in Fig. 1), the other 



must also do this ; and, if either slopes upward throughout (as in 
Fig. 2), so also must the other. If SSfn slopes downward at 
first, then turns upward and thereafter continues to rise, the 
curve SSa will continue to slope downward until the point at 
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which the now upward moving SS,n intersects it, and will then 
itself turn upward. This case is represented by Fig. 3. If 
SS,n slopes upward at first, then turns downward and there- 
after continues to fall, SSa will, in like manner, slope upward 



until SS„i intersects it and will then itself turn downward. This 
case is represented in Fig. 4. Finally, if, either initially or after 
a point of intersection between the two curves, cither of them 
henceforward moves horizontally, the other must coincide with 


0 

Fiu. 5. 

it and do the same. This case is represented in Figs. 5, 0 and 
7.^ The conditions of equilibrium for the equilibrium firm set 

^ Wo could, of course, if wo wished, draw more coiiij)licated figures in which 
the curves should reverse their direction of movement more than once, but no 
new principle would bo brought to light hy this proceeding. 
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out in the preceding section imply that it is producing such a 
quantity of output OM that an ordinate drawn perpendicular to 
OM cuts the curves SS,n and SSa at the same point. Hence in 
the conditions represented in Figs. 1 and 2 no equilibrium of any 



sc/t is possible. In those represented by Fig. 4 there is a single 
point of unstable equilibrium : in those represented by Figs. 5 
to 7 there are ranges of neutral equilibria : and in those repre- 
sented by Fig. 3 there is a single point of stable equilibrium ; the 



point, namely, at which internal ceonomics have reached their 
limit in such wise that the average cost of production is at a 
minimum. Unstable equilibrium is, as we have seen, for prac- 
tical purposes impossible. If neutral equilibrium prevails, 
changes in the output of the equilibrium firm may take place, 
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but cannot be caused by associated changes in the output of the 
industry as a whole. If stable equilibrium prevails, the output 
of the equilibrium firm cannot change. It is fixed rigidly, and 
changes in the output of the industry as a whole can only come 
about through an alteration either in the number of firms 
employed or in the magnitude of the non-equilibrium firms. 
In any event, whether neutral or stable equilibrium prevails, 
the average (and marginal) cost of the equilibrium firm, and so 
the supply price of the industry, is the same for all outputs of 
the industry ; I'.e. the industry conforms to conditions of constant 
supply price. 

§ 13. In the second class of case distinguished in § 4 the 
formula for the costs incurred by the equilibrium firm degrades 

to Fr(Xr) + 

The two conditions of equilibrium become 

p =}■,'(»)+*> (1) 

, 2 , 

and the condition that the equilibrium shall be neutral or stable 
becomes, as before, 

F/(Xr)=^>0 (3). 

F (Xr) 

As in the previous case, conditions (1) and (2) yield = Fr'(xr), 

Xr 

So far, therefore, as the internal position and what we may term the 
internal costs of the equilibrium firm arc concerned, everything 
is exactly the same as it was in that case. Internal costs per unit 
of product are determined at a fixed level independent of the 
output of the industry as a whole, and the size of the equilibrium 
firm is also independent of that output. In this case, however, 
these results do not imply that the industry as a whole must 
conform to the law of constant supply price. For, though 

is fixed independently of y, the element and, therefore, 

^ I ^(2/) 

‘ ” y 

are, so far as the present argument goes, free to vary up or down 
as y varies. Thus, if a growth in the output of the cotton industry 
led to a rise in the price of its material, raw cotton, the cotton 
industry as a whole would conform to the law of increasing 
supply price; if its expansion led to a fall in the price of raw 
cotton, to the law of decreasing supply price. To determine 
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whether in fact the price of materials, machinery and so on 
supplied to an industry by others will rise, fall or remain constant 
when the output of that industry increases, wo should need 
to step outside the industry primarily under review and investi- 
gate the conditions of production in the others. 

§ 14. In the third and most general case distinguished in 
§ 4 it is obvious that the three governing conditions impose no 
restriction on the relations that may subsist between variations 
in the supply price and in output. It is still true that, for any 
given output of the industry as a whole, the output of the equi- 
librium firm must be such as to make its marginal costs and its 
average costi equal. But, as the output of the industry as a 
whole varies, both the output of the equilibrium firm which will 
make these two things equal and also their magnitude when they 
are equal may vary indefinitely in cither direction. Even, 
therefore, if the prices of the materials and machinery bought from 
outside do not vary with variations in the scale of our industry, 
its own supply price may vary. Many-firm industries of the 
generalised type are thus perfectly free to conform to the law of 
increasing supply price, constant supply price, or decreasing 
supply price, or to any combination of these laws in respect of 
different quantities of output. Eig. 3 on p. 24G still correctly 
represents the conditions of supply in the equilibrium firm ivlmi 
the aggregate demand id such that OM units are being purchased frotn 
that firm at a price PM per unit. But now, wlioii the aggregate 
demand alters, the curves SS„i and SSa alter also. They move 
upwards or downwards, or they change their shape or they do both 
these things. After the change, as before, equilibrium is only 
obtained when the selling price is equal to both the average cost 
and the marginal cost of the equilibrium firm. The output of thal 
firm is still measured by OM, where M is the base of a perpen- 
dicular drawn from the point of intersection of SS,n and 
but, nevertheless, both the selling price and the output of the 
equilibrium firm may be different from what they were before 
the change. 


Ill 

§ 15. Consider an industry towards whoso output several 
factors of production contribute : and for the present ignore the 
fact that the industry also purchases for its service materials and 
machinery made by factors of production employed outside itself. 
When an output y is being produced by the industry as a whole, 
let a, h, .. . units of the several factors be at work in the 
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equilibrium firm at prices P 2 - • • • supply price of the 
output y is then 

Pia + pJ) + . . . 

Xr 


and the rate at wliich the supply price increases as y increases 


(I f FriXn y) ) 

’ dy\ Xr } 

jdV2 


d (\ 
dyXxr 


(p^a + pj) 


. . . 





The element.^ I- • • •}*r‘ this expression 

represent a net cost to the community as a whole : they measure 
the money value of the satisfaction which the increments of the 
several factors that are diverted to our industy would have 
yielded if they had not been so diverted. But the elements 

x ^ ^\iy ^ ‘ ' ‘1 represent any net cost to the 

community as a whole. When they exist, they represent 
transfers of purchasing power from the people controlling the 
industry, and ultimately from the consumers of its output, to 
the owners of the several factors of production. If the prices 
of these factors arc unaltered by changes in the output of our 
industry — which will happen if the industry docs not employ 
more than a very small proportion of the total supply of any 
factor — they vanish; otherwise they may be either positive or 
negative. In any event they stand on a different footing from 
the other set of elements. It becomes important to distinguish 
industries, not only according as they follow the laws of increasing, 
constant or decreasing supply price as understood so far, but also 
according as they conform to one or another of these laws when 
the rates of change in money supply price have been corrected so as to 
eliminate transfer elements. An industry conforms to one or 
another of the above laws thus qualified according as 


dy( Xr J Xri dy dy 


- 1 - . 



is positive, nil or negative; /.e., according as 


§ 1 6. So far as formal considerations go there is not here any 
restriction on the range of what is possible. It is necessary, how- 
ever, to look behind formal to material considerations. Clearly the 
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law of decreasing supply price, as conceived when correction 
has been made for transfer elements in rates of price change, is 
materially possible. For, when the scale of an industry increases, 
this change often leads to a change in the internal structure and 
methods of working of the firms engaged in it of a kind which 
lowers the average (which is also the marginal) cost of the output 
that maintains the equilibrium firm in equilibrium. Thus many 
writers have called attention to the fact that, when an industry 
is on a small scale, the firms belonging to it all engage in pro- 
ducing a number of different types or varieties of their com- 
modity. They are, more or less, firms of all work. There is not 
a sufficiently wide or assured market to allow of close specialisation . 
As, however, the general demand grows, it becomes more and 
more worth while for firms to specialise on particular types. 
Thus Sir Sydney Chapman has observed that the relatively large 
scale of the cotton industry in England is associated, not only 
with specialisation between the processes of spinning and weaving, 
but with further specialisation between firms spinning fine counts 
and those spinning coarse counts. In contrast to this : “ The 
Yv ige of work undertaken by the typical factory in Germany is 
far greater than that undertaken by the typical factory in Eng- 
land. Hence naturally the skill of the operatives is less in Ger- 
many; more time is wasted and factory organisation is less 
perfect.’’ ^ The increased specialisation of its component firms 
made possible by an enlargement in an industry as a whole 
often involves a large reduction in costs. This reduction might, 
so far as pure theory goes, be accompanied by no change, or even 
by a decrease, in the size of the typical firms. In practice, it is 
likely to bo accompanied by some increase in this size. Tlius 
Marshall writes : “An increa.se in the aggregate volume of tlie 
production of anything will generally increase the size, and, 
therefore, the internal economics possessed by (such) a rcjprc- 
sentative firm.” ^ This, however, is a secondary consideration. 
The essential point is that an increase in the scale to which an 
industry is producing frequently alters — in general diminishes — 
the average (and marginal) costs of the cquilil)rium firm con- 
tained in it, whether or not it also alters its size. There is then 
no difficulty in seeing that the law of decreasing supply price, as 
conceived when correction lias been made for transfer elements 
in rates of price change, is not merely formally possible, but is 
likely to be followed in practice by many manufacturing 
industries. 

^ Work and Wage/f^ Vol. T. p. 166. * Principles of Economics ^ p. 318. 
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§ 17. The law of increasing supply price, as so conceived, is, 
however, in different case. When an industry increases its scale of 
output, various new arrangements as to distribution among firms 
of different sizes, proportion of factors employed and so on may be 
found to bo economical, which would not have been economical in 
a small-scale industry. But, apart from changes in the prices 
of the several factors, no arrangements possible before are 
excluded. For example, there is nothing to prevent a 1 per cent, 
increase of output from being brought about by an equal pro- 
portionate increase in all the factors of production, and it is 
plainly impossible that a 1 per cent, increase in all the factors 
(including managerial capacity) can involve than a 1 per cent, 
increase of output. Unless there is some other arrangement 
involving equal money cost but producing more output than this, 
this will, therefore, be adopted. In other words, it is impossible 
that 

This implies that in actual life an industry, whose purchases 
embrace only factors of production, cannot conform to the law 
of increasing supply price as conceived when correction has been 
made for t ransfer elements in rates of price change. 

§ 18. When an industry, besides purchasing ultimate factors of 
2 )roductioii, purchases also materials, machinery and so on, the 
matter is less simjde. The expression that rej^resents rates of 
cliange in the money supply j)rice now^ contains further elements 

r)f the form and these elements, if such exist, do not now 

necessarily represent only transfer expenditure. They do not 
do so, for example, when an increase in the size of the cotton 
industry enables textile machinery to be produced for that 
industry with more helj) from s 2 )ecialisation and standardisation 
in the industries that sup])ly it. Since, how'ever, what is sold to 
one industry, other than factors of production, must be the product 
of another industry, it follows from the discussion of the pre- 
ceding section that an increase in the output (and, therefore, in 
the demand for materials and machinery) of our industry cannot 
involve an increase, as conceived when correction has been made 
for transfer elements in rates of price change, in the supply price 
of the things it buys. Therefore, in this complex case no loss 
than in the simpler one, the law of increasing supjdy price, so 
conceived, is excluded. From a cosmopolitan j^oint of view it is 
excluded absolutely. From the point of view' of a particular 
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country purchasing materials from abroad it may, however, be 
present. For, though, if the price of the materials rises as a con- 
sequence of an increase in the scale of our industry, this can only 
bo because a transfer is made to the owners of the factors that 
help to make them, these owners belong to other countries, and, 
tlierefore, so far as our country is concerned, the transfer does not 
cancel out. 


IV 

§ 10. Let us now revert to laws of supply price conceived 
simpUciler, and consider them in relation to an industry composed 
of one firm only. Here the equilibrium firm and the industry 
as a whole become identical, so that there is no need to 
employ a function of two variables. Moreover, marginal cost 
is no longer ambiguous : it must signify marginal additive 
cost, since there is no such thing as marginal substitute 
cost. If wo were to follow blindly the lead of the preceding 
discussion, we should conclude that equilibrium requires that 

/> = = F'iy). This w^ould mean that there can only be a 

supply price in respect of one or, if the curves of marginal cost 
and of average cost cross one another several times, in respect of 
a few isolated quantities of output, unless the industry conforms 
to conditions of constant supply price. Only then, it would 
seem, is the existence of a continuous supply schedule of the 
ordinary type possible. It is not difficult to see, however, that 
the foundation of tliis argument is unsound. For the cqui- 
lil)rium firm of a many-firm industry it is true that equilibrium is 
only attainable if botli its average cost and its marginal cost are 
equal to the supply price of the industry. But for the equi- 
librium firm of a one-firm industry that is not true. There can, 
indeed, be no equilibrium if the average cost is greater than the 
supply price and the industry is selling at the supply price ; for, 
in such conditions, there will bo a tendency to contraction. 
Likewise there can be no equilibrium if the marginal cost is 
greater than the supply price and the industry is selling at the 
supply price ; for here, again, there will be a tendency to contrac- 
tion. But, since wo have to do w'ith one firm only, equilibrium 
does not forbid average cost to bo less than the supply price. 
Again, if, where average cost is equal to the supply price, marginal 
cost is less than this, and the industry is selling at the supply price, 
there is no tendency for output to expand, since any expansion 
would necessarily involve a loss, and, therefore, equilibrium is not 
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incompatible with this arrangement.^ Hence we conclude that 
in a one-firm industry the supply price of any given quantity of 
output is equal to average cost or marginal cost, according as 
the one or the other of these is the greater. So far as formal 
considerations go, the industry is free to conform to decreasing, 
constant or increasing (money) supply price. If it conforms to 
decreasing supply price throughout, the supply curve is coincident 
with the curve of average cost : if it conforms to * increasing 

^ Tliis matter is best ohicidated by moans of a d Ingram. Lot Djy bo tlio 
demand curve : SS,n. the enrvo of marginal co.sts, and tbe ciiivo of average 
costs ill the Henso explained in § 12. Lot OM units be jirodueed and sold at a 
price PM^ where P is the point of intcrscetion between DD' and SS^. If the 

y 



industry wore to irn'roaso its output beyond OM, sny to OX, the extra units 
would cost loss than PM per unit to produce. But, nevorthol(\ss, on the assump- 
tion that all units are sold at the same price, ON units could not be sold at a less 
price than QN without involving the industry in a loss. Since, however, the 
portion of DD' that is to the right of P necessarily lies below SSa, it is impossible 
for an output ON to bo sold at a price a.s high as QN. Hence, if the industry 
expands its output beyond OM, it will mako a loss; and, therefore, it has no 
tendency to expand. When the curves SSm and SSa represent the circumstances 
of one equilibrium firm among many firms, the position is quite different. It is 
not now proper to draw a demand curve of the form of DD'. The price in the 
market would bo absolutely unaltered by an expansion on tho part of tho equi- 
librium firm if its expansion were balanced by tho corresponding contraction in 
other firms, and approximately unaltered — tho equilibrium firm being supposed 
small relatively to the industry as a whole — if tho output of other firms remained 
unchanged. Therefore the equilibrium firm could expand to ON and still sell at 
approximately the old price PM. Thus it could sell an enlarged output at more 
than tho average coat of that output, and so make a gain. Hence, for one 
firm among many others, a state of things in which tho supply price of 
the industry is equal to tho average cost of the equilibrium firm, but greater than 
its marginal cost, is not a state of equilibrium. 

No. 150. — VOL. XXXVIII. s 
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supply price throughout, with the curve of marginal cost ; if it 
conforms to constant supply price throughout, with both these 
curves. If it conforms to conditions of increasing supply price 
in respect of some outputs, and to decreasing supply price in 
respect of other outputs, the supply curve lies along the curve 
of average cost when this is higher than the curve of marginal 
cost, and along the curve of marginal cost when that is the 
higher of the two. 

§ 20. What has been said above delimits the range of what is 
possible for variations in supply price conceived simpliciier. As 
was shown, however, in §§ 17-18, when correction has been made 
for transfer elements in rates of price change, supply price cannot, 
apart from the special case of imported materials, increase with 
increases of output. Hence in a onc-lirm industry, as in a many- 
firm industry, only the laws of constant or decreasing supply price, 
as so conooivt'd, are admissible otherwise than in this special case. 


V 


§ 21. \Vq> have now to introduce a new concept, the marginal 
apply price, as distinguished from tlio supply price of an 
output 1/ to an industry as a whole. Let us first suppose 
that no ehunent of transfer expense ne(‘ds to be allowed 
for. Then the marginal cost to the industry as a whole, i,e. 

The marginal supply price then, excerpt in one-firm industries in 
which marginal c*ONt exceeds average cost, exceeds the supply 
price by 

(hjr Xr J Xr ‘X(/| Xr )’ 


the marginal supply price of an output 




Now the industry conforms to the law of increasing, constant or 


decreasing supply price according as | 


d(Fr{Xr.y)} 


Xr 


; 


is positive, nil 


or negative. It follows that the marginal supply price exceeds, 
equals or falls short of the supply price according as the industry 
conforms to tlie law of increasing, constant or decreasing supply 
price. 


§ 22. When an element of transfer expense is present, the 
marginal supply price, corrected to allow for this, of an output y 
to the industry is 


dul-’ 3-r 





I 

(hj ■ ■ ■) 
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and, with the same exception as before, the marginal supply 
price, thus corrected, of an output y exceeds the supply price by 


'^dy\ Xr 




+ & f 

dy 


dpi 



But, as was shown in § 15, the industry conforms to the law of 
increasing, constant or decreasing supply price, as conceived when 
correction has been made for transfer elements in rates of price 
change, according as 


d ^ 

[Fr(a:r,i/)) 


dy 

1 X, i 



dr). , ,d;)., 
1- ~\-h : 

dy dy 




is positive, nil or negative. Therefore, equiilly whether transfer 
elements are or ace not present, the marginal supply price of an 
output y of an industry, corrected for these elements, is greater 
than, equal to or less than the supply price, according as the 
industry conforms to the law of increasing, constant or decreasing 
sup^rly price as conceived when correction has been made for 
transfer elements in rates of price change. 

§ 23. Subject to the condition that the marginal utility of 
money is equal to all parties involved, it is evident that maximum 
satisfaction is attained when the output is such as to make the 
demand price equal to the marginal supply price corrected, if 
correction is needed, to allow for transfer elements. Hence, alike 
in a many-firm and in a one-firm industry, an output which makes 
the demand price equal to the supply price will be too large, 
right or too small, according as the marginal supply price so 
corrected is less than, equal to or greater than the supply price ; 
that is to say, apart from one-firm industries, in which marginal 
cost exceeds average cost, according as our industry conforms to 
the law of increasing, constant or decreasing supply price, as con- 
ceived when correction has been made for transfer elements in 
rates of price change. In one-firm industries of the excepted 
kind, if there are no transfer elements, an output which makes 
the demand price equal to tlic supply ])rico will be right ; if 
there are transfer elements, it will be too small. 

A. C. Proou 


s2 



VARYINC; CX)ST8 AND MARGINAL NET PRODUCTS 

1. Tins note seeks to show that the doctrine set forth by 
Ik’ofessor Pigou in tlio second edition of his Economics of Welfare^ 
Part II. chap. x. needs qualification. 

2. No attempt has been made to phrase it precisely. For the 
sake of brevity, certain inaccuracies and ambiguities of expression 
liave bemi allowcal to jiass, since they do not materially affect 
the main argument. In particular, the notion of cost — 
“ marginal ” and “ infra-marginal ’’ — needs elucidation. But 
that task is left over for another occasion. 

3. The doctrine in question may be summarised as follows : 

An increase in the scale of an industry obeying the law of 

diminisliing returns ” causes a higher price per unit to be charged 
fy V the whole outjnit : Jiencc it “ throws a burden on purchasers 
wliicli is not reflected in any loss to the investor ” to whom it is 
due. From this it might appear that the return to the investor 
[the private net product of his investment] is greater than the 
addition he makes to the national dividend [its “social net 
product ”] by the amount of the purchasers’ loss. The appear- 
ance is, however, illusory; for the burden thrown on to con- 
sumers “ is balanced by a corresponding and equivalent gain to 
. . . landlords ” : so that enlarged output “ does not involve any 
net change in the fortunes of the community outside tliose 
who make the investment,” but merely a transfer from purchasers 
to landlords. 1 Thus, where diminishing returns prevail, 
the marginal social net product of investment is equal to the 
marginal private net product.*-* 

In the converse case of an industry “ obeying tlie law of 
increasing returns,” an expansion of i)roduction causes a lower 
price per unit to be charged for the whole output; and thus 
occasions a gain to the purchasers which is not reflected in any 
gain to the investor. But this gain is not balanced by a reduction 
in rents ; it is, in fact, “ offset by nothing.” Hence “ in industries 
of increasing returns, enlarged output involves a net change 

^ A. C. rigou, op. cil., p. n)4. 

‘ So uIho, it is argued, in tho oaso of constant returns {op. cil., p. 193). For 
iu io an expansion of outi)ut involv*3S no change in price, and thcroforo neither 
tlirows a burden nor confers a gain on tho purchasers. 
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[increase] in the fortunes of the community outside those who 
make the investment ” to which it is due; and the private net 
product of that investment is accordingly less than its social net 
product by the amount of the purchasers’ gain.^ Conditions of 
simple competition arc assumed in both cases. 

4. Under conditions of simple competition the long-period 
supply price of any givim output is equal to its marginal cost of 
production (as measured in money). Following the procedure 
and terminology adopted by Alfred Marshall in constructing his 
“ particular expenses curve,” ^ we may identify this marginal 
cost with the cost of a unit whose ‘‘ producer lias no dilTerential 
advantages for production.” This is the same thing as saying 
the cost — to its producer — of a unit produced under the least 
favourable circumstances prevailing when the output is of the 
given magnitude.^ In equilibrium the whole output sells at this 
price. But there may be (usually are) some units whose pro- 
ducers have difTerential advantages and whose cost (excluding 
rent) is therefore less than this : each of these units contributes 
to rent a sum equal to the difference between its owm cost (exclud- 
ing rent) and marginal cost. In the aggregate, rent is equal to the 
sum of these differences.^ 

5. Clearly, then, the effect which a change in the scale of 
production has ui)on rent depends not only upon its effect on 
•marginal cost and price, but also upon its elfect on the cost 

‘ hoc. ril., pj). 11)3-4. 

- rrinciplca of Economics (7(ho<l.), ApptMidix if, pp. SIO-II. 

^ IToro and idsowhcro, “ cost ” slionld bo taken to moan Iho [inatbomatieally ] 
“ expected ” — not tlu) actual — cost. Tlio actual co.st of any particular unit will 
bo greater or Ic.ss than its “ expected ” co.st according as its producer’s cxperienco 
i.s worse or better than tho expectation. Thus each unit’s contribution to rent, 
as defined in tho text, is its “expected,'’ not its aitual, contribution. But, in 
equilibrium, the sum of tho ex* esses above expec ted c osts inu.'.t be equal 
to the Burn of the deficioncios below them — otherwise the expectation of 
})rofit in tho industry would Ixr above or brdow normal. Hence tho aggregate 
of actual rents is equal to tho aggregate of “ expected ” rent.s — which latter is tlie 
“ aggregate rent ” of the text. Similarly, marginal co.st i.s tho “ expectt‘<l ’’ cost 
whore tho expectation is least favourable. Some units may actually cost more 
than this, but if they do they will bo sold at a lo.s.s, i.c. their j)roducer.s will get 
less than nortnnl profits. 

^ This implies that tho marginal unit of output eontrlhute.s nothing to rent. 
To reconcile this position with tho modern view that tho payment for land “ on 
tho margin of transference ” (ace II. I>. llondcrson, Supply and Demand, chap. vi. 
PP* 101-2) should bo counted as a cost, it is merely necessary to treat as “ cost ’’ 
such part of tho payment for each piece of land attached to tho industry as is 
required to prevent its being transferred to another use, and only tho excess 
over this as “ ren.^” Land on tho margin of transference docs not then yield 
any “ rent,” but land specially suitable for tho particular industry under con- 
sideration does. Of course, other factors besides land may yield “ rent ’’ as 
defined in the text. 



260 


THE ECONOMIC JOURNAL 


[JUNE 


(excluding rent) of those units whose producers enjoy differential 
advantages ” — or, as we may conveniently say, its effect on 
“ infra-marginal costs.” That it is liable to have such an effect 
a moment’s reflection will show. For many of the external 
economics of large-scale production {e.g. increased facilities for 
transport and communication) will often be shared by all pro- 
ducers and affect every unit of output.^ Nor is it difficult to see 
that the effect on infra-marginal costs (per unit) may differ in 
magnitude and even in direction from the effect on marginal cost ; 
for different parts of the output may be differently affected. An 
economy in haulage costs, for example, may reduce cost of 
jiroduction jier unit more on sites which are remote from a 
market than on those which arc near to it ; and if the enlarged 
output, while lowering haulage cost, raises the cost of handling 
at the point of destination (e.g. by congesting a port at which the 
goods arc loaded for export), the net effect on cost may be upward 
for sites near that point and downward for those further off.® 

It is considerations of this kind that seem to necessitate some 
qualification of the doctrine summarised in § 3. 

6. We have to consider an increase of output from x to (u; 1- 1 ) 
units. 

Let sup 2 )ly price for the output x = jh ~ marginal cost (»f 
production = cost of producing a unit without “ differential 
advantages ” when the total outtiut is x. And let su 2 ) 2 :)ly price 
for the output (x’ + 1) -- — marginal cost = cost of pro- 

ducing a unit without “ differential advantages ” when the total 
output is {x d- 1). Then, in equilibrium, the total selling values 
of the outputs X and (x d- 1) are p^x and I’ 1) resiicclively. 
iViid the “ burden thrown on to purchasers ” by the enlargement 
of output is (/?2 ~ ‘Pi)x. This is positive (indicating a loss) if 
V’l ^ Vv diminishing (marginal) returns : 

negative (indicating a gain) if P 2 <Pv case of increasing 

(marginal) returns ; and has the value 0 (indicating neither loss 
nor gain) if p 2 — Pi, i.e. in the case of constant (marginal) returns. 

Let the total cost of jiroduction exchaling rent be when 
the outi)ut is x, when it is (x 1). Then rent is p^x — when 

^ Tho caso (noted by Professor Pigou, op. p. 195) of an industry importing 
a raw material whoso price rises as <lemand increases affords — if wo confine our 
attention to tho importing country — an illustration of an external c//aeconoiny 
of large-scalo production, a lessening of facilities, which affects every unit of 
output equally. 

* Of course, if marginal cost falls as outjmt grows, infra-marginal costs 
unit cannot go on rising indefinitely; for they would eventually bocomo equal 
to marginal cost — and they cannot bo higher. But they may go on rising over a 
wide range of outputs oven though marginal cost continues to fall. 
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the output is x, and p.^(x + ]) — when it is (x + 1). Hence 
the “ landlord’s gain ” from the expansion of output is 
[p^ix d- 1) - Cjil - [p^x - Cj], i.e, (P 2 - - [(^2 - P 2 ) " qJ- 

But we have already seen that the expression (p,^ — p^x 
represents the “ burden thrown on to consumers.” Thus “ land- 
lord’s gain ” is equal to the burden thrown on to consumers when 
the expression (c^ — po) — -- 0 : less wlien it is positive : 

greater when it is m'gative. And this holds good whether 
P 2 > or < or = p^ : i.e. wliether (marginal) returns are diminish- 
ing, increasing or constant. 

Hence it is clear that the question whether the loss (or gain) 
“ thrown on to tl/e purchaser ” by an enlargement of output is 
or is not balanecal by a corresponding and equivalent gain ” 
(or loss) to the “ landlord ” does not depend on wliether tlu^ 
commodity is produced under conditions of diminishing, increasing 
or constant returns. 

Further analysis will indicate what it does depend on. 

7. The conditions under which the “ burden thrown on to 
purchasers ” is equal to the landlord’s gain ” is ('2 — P 2 — -- 0, 

that is to say, Cg — P 2 - “ ej. But, by definition, 
a unit produced under tlie least favourable circumstances when 
the output is (x’ 1) and contains no rent; while Cg is the total 

cost, other than r(*nt, of that output. Hence ^2 -- P 2 is the total 
cost, other than rent, of the x units produced in the most favour- 
able circumstances (i.e. with the greatest differential advantages) ^ 
when output is (x 1- 1). And is the total cost, (dlier than rent, 
of the output X. Our equation therefore m(‘ans that the cost, 
excluding rent, of the x units which are ])roduce(l in the most 
favourable circumstances 'when the output is (x j- 1) is the same 
as the cost, excluding rent, of the output .r : in other words that, 
except as regards one unit (that, namely, which is produced in 
the least favourable circumstances), the facilities for producing 
the larger output are, on balanea', neither more nor less than those 
available for the smaller output ; or, in other words again, that, 
except as regards the least favourably conditioned unit of the 
larger output, there are, for the industry as a whole, neither 
economies nor diseconomies of large-scale production (or, 
alternatively, that these economies and diseconomies exactly 
balance). 

^ Of course, matiy — indeed all — of tho units inakinp; up the output may bo 
produced in conditions affording no more facilities than the least favourublo 
circumstances — only a few, or none, may enjoy “ differential advantages.” Tlio 
wording of the text means merely that tho x units referred to must include all 
those, if there are any, whoso producers have sueh advantages. 
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On fhis assuniptiony Professor Pigou’s statement that, under 
conditions of diminishing [marginal] returns, the burden thrown 
on to consumers “ is balanced by a corresponding and equivalent 
gain to landlords ” is perfectly true. But then, if the same 
assumption is made, it is equally true of increasing returns. 

It may be observed in passing that this assumption is not 
likrly to bo often fulfilled in practice. For, as wo have already 
seen, a change in the scale of production is always liable to alfect 
the facilities for producing a substantial part, if not the whole, of 
the output. Referring to agriculture, Marshall observed many 
years ago that “ we are not properly at liberty to assume that the 
expenses of raising the produce from the richer lands and under 
the more favourable circumstances are independent of the extent 
to which production is carried ; since an increased production is 
likely to lead to an improved organisation, if not of the farming 
industries themselves, yet of those subsidiary to them, and 
especially of the carrying trade.” ^ The same reasoning applies 
to other industries. And the odds are against economics of this 
kind being exactly offset by analogous diseconomies. 

8 . Consider next the circumstances in which the “ landlord’s 
gain ” is greater or less than the “ burden thrown on to con- 
sumers.” We get the one or the other of these results according 
as (^2 “■ P2) ~ ^1 > ^ ^T-ccording as — P2 > 

Translating symbols into words, this means that “ landlord’s 
gain ” exceeds or falls short of purchasers’ loss ” according as 
the cost, excluding rent, of the x units produced in the most 
favourable cireumstaiK^es when the output is (:r k 1 ) i^ less or 
greater than the cost, excluding rent, of the out])ut .r. Now 
the first of these costs is less than the second if the facilities fur 
producing the larger output, exclusive of the unit produced in the 
least favourable circumstances, arc greater than those availabh? 
for the smaller output : greater, if they are smaller. Hence an 
enlargement of output causes a net increase “ in the fortunes «)f 
the community as a whole outside those who make the investment 
to which it is due ” if, apart from their effect in the least favour- 
ably circumstanced unit of the larger output, the economies of 
large-scale production outweigh its diseconomies : a net decrease 
in the converse ease. 

The question whether an enlargement of output causes “ a 
net change in the fortunes of the community outside those wdio 
make the investment ” to which it is duo and, if so, whether this 
“net change ” is a gain or loss, is thus seen to depend not on its 
^ Oj?, cit., p. 473 n. 
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effect upon the cost of the marginal unit but on its effect on the 
cost of the rest of the output. 

9. Something more should perhjips be said about the special 
case in which the change in the purchasers’ fortunes is “ offset 
by nothing ” — in which, that is, landlord’s gain is zero. The con- 
dition for this is (pg — Vi)^ “ [(^2 ~ P 2 ) ~ 
say, 

(P 2 - (^2 - ? 2 ) - Cl, or 2h - Pi (Co - y> 2 )> " Ci/.r. 

Now P 2 -~ Pi^^ the change in the marginal cost of production : 
while the expression (Cg — ‘ ' Ci/a* is the amount by whieli 

the average cost per unit (excluding rent) of the* x units produced 
in the most favourable circumstances when outjnit is (;r |- 1) 
exceeds the average cost per unit (again excluding rent) of tlie 
output X. Our equation, therefore, means that tlie enlargement 
of output sets up economies or diseconomies or both which, on 
balance, cause the average cost (excluding nmt) of the whole 
output to change in the same direction and l)v the same amount 
as the cost of a unit produced in the least favourable eircunistanees. 

On this assumption, Professor Pigou is right in claiming that 
in industries of increasing [marginal] returns tlio gain to pur- 
chasers is offset by nothing.” But, once more, if the same 
assumption is made^ the claim is equally valid as regards tlie 
purchasers’ loss in industries “ of diminishing returns.” ^ 

This assumption is perhaps more likely to be fulfdled than that 
discussed in § 7. But not very likely. For, when an industry 
expands, some of the new resources which it employs (say, some 
of the new sites taken in) will often be less suitable than any of its 
old resources (say, sites already occupied). The units of oul])ut 
produced with their aid (say, on the new sites) are therefore 
subject to a diseconomy — a worsening of faeilitic's™ which is not 
shared by the rest of the output, lienee, unless this peculiar 
disadvantage is offset by economies (or an absence of dis- 
economies) which are likewise not shared by the rest of the output, 
cost under the least advantageous circumstances will increase 
more or diminish less than the average cost throughout the 
industry. The conditions under which our present assumption 

^ Professor Pigou's hy])otlieli(*iil of an industry d. petulrnt. on Importod 
raw materials which rise in price as output grows is, in fact, an exampli' — if wo 
confine attention to the importing country and suppose no other (‘hange in the 
facilities for production — of a diminishing return industry in wliieh avt'rage cost 
moves in the same direction and by tho same amount as inargitial oost. And tlm 
“ real paralleliism ” wliich he finds in these circumstances hetwoen “ diininidiing 
return industries ” and “ increasing return industries ” is due to the fact that lie 
is here making tho same assumption about both. 
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is fulfilled are therefore of a somewhat special character. (Of 
course, in cases where an expansion of output docs not necessitate 
recourse to less suitable resources, the condition required for the 
fulfilment of our assumption is merely that the net economies — or 
diseconomies — consequent on expansion should, on the average, 
be the same for production with the old as for production with 
tlie new resources — Avhicli is, perhaps, less unlikely.) 

10. Objection may be raised at this point on the ground that 
Professor Pigou defines incr(‘asing returns as conditions under 
which, not the marginal, but the average cost of production is 
lowered by an enlargement of output ; and conversely of diminish- 
ing returns. It w'ould seem, how'ever, from tlic context that he 
includes ‘‘ rent ” as a part of cost. If this is done, average cost 
is, of course, the same as marginal cost, and the objection therefore 
fails. 

Moreover, even if his definitions be taken to refer to average 
cost excluding rent (though this seems inconsistent with tlie 
context), it can easily lie sliowui that reasoning similar to that 
advanced in the preceding sections of this note still applies. 

A third sense in which “ returns ” may bo used emerges from 
the foregoing analysis. The conditions under which “ landlord’s 
gain ” exceeds, is equal to, or falls short of “ purchasers’ loss,” 
hitherto written as wTitt(‘n Co 

But c^ — c. I is the increase in aggregate cost, other than rent, 
accompanying an increase of output from x to (:r + J), — or, as 
w'o may conveniently call it, the ''final trade cost ” of the product.^ 
Now this final trade cost may fall, rc'inain constant, or rise as 
output increases. And it is clear from wdiat has been said abovi' 
(more esijecially in § .’5) that it need not mov(^ by the same amount 
nor in the same direction as marginal cost. Tlierc is, therefore, 
a distinction between wdiat wo may call increasing, constant and 
diminishing final trade return (diminishing constant and increasing 
final trade cost) and increasing constant and diminishing marginal 
return. 

The distinction is important for some purposes. But it can 
be shown that the doctrine here under review cannot be 
rehabilitated by interpreting returns ” in this third sense. 

^ It will bo scon that tho diffcronco Iwtwcon “ larullortlsj’ gain ” and “ pur- 
chasers’ loss ” is equal to the dilTcrtiiico l)etwcen “ marginal ” and “ final trado ’ 
cost. For “landlords* gain” being (Pa — — [(c, — ■ pj) 

chasers’ loss (p,, — pjx, the excess of tho former over the latter is — [(('2 — P2) *“ 
cj, i.e. Pj -- (Cj — Cj). So far as tho matters hero relevant are concerned, this 
also measures tho excess of “ marginal social ’’ over “ marginal private not 
product.” 
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1 1 . What then becomes of the doctrine that it is in the social 
interest to give a bounty to industries showing increasing returns 
and to tax those showing diminishing returns ? 

Stated in this unqualified form it collapses. Nor can it be 
defended without further qualification in the form in which it is 
now advanced by Professor Pigou, viz. that there is “ a pre- 
sumption in favour of State bounties to industries in. which the 
law of increasing returns operates strongly, and of State taxes 
upon industries in which the law of diminishing returns operates 
strongly, and in which conditions are such that efiects upon 
rents may bo ignored.” ^ The efiects on rents must be allowed 
for in both types of industry, not in one only. 

But in the form in which it w^as first enunciated by Marshall 
the doctrine remains unshaken. 

For the claim advanced in his famous criticism of the doctrine 
of maximum satisfaction ^ is, in effect, as follows. An appropriate 
tax on industries showing diminishing returns, accompanied by a 
corresponding bounty to those showing increasing returns, would 
increase the aggregate satisfaction of cons7i77iers. But the infer- 
ence that such a policy would, on balance, increase the eeonoraic 
welfare of the community as a tvhole is invalid, not only because of 
certain “ semi-cthical ” considerations, but also because of 
others of a strictly economic nature relating to the effects which 
any particular tax or bounty may exert on the interests of land- 
lords, urban or agricultural, who own land adapted for the use 
in question ” ; ^ and the note already quoted (§7), together with 
the a])pendix to which it refers,'^ shows that he had in mind 
considerations of the kind advanced above. 

Nevertheless, the misconceptions to which the doctrine, even 
wiien thus carefully qualified, has given rise suggest that it might 
with advantage be restated in terms of the divergence betw'een 
“ marginal cost ” and “ final trade cost.” This will be attempted 
in detail on another occasion. But the general line of the argu- 
ment, so far as it relates to competitive conditions, may be 
roughly indicated here. 

In most industries the addition to aggregate costs (other than 
rent) occasioned by a unit -expansion of output [here called “ final 
trade cost ”] is less than tlie cost, to its producer, of the least 
favourably conditioned unit of the larger output [“ marginal 
cost”]; for, as a rule, the external economies of large-scale 
production (improvements in organisation, transport, com- 

^ op. cit., p. 197. • Op. cit., pp. 472-5. 

® Op. cit., p. 473. * Op. cit.. Appendix H (especially § 4). 
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miinication, etc,) are, for the industry as a whole, greater tlian 
external diseconomies (increased difficulties of transport, market- 
ing, etc.), so that the production of the additional unit will, on 
balance, improve the facilities for the rest of the output. But 
the size of this deficiency will be greater, in relation to final trade 
cost, in some industries (where ntl external economies are large) 
than in others (where they are small) : in some cases, indeed, it 
may happen that the deficiency does not exist (absence of net 
external economies or diseconomies), or that it is negative (net 
external d/seconomies). In other words, the ratio of marginal 
to final trade cost varies from industry to industry and, though 
it is usually greater than one, in some cases it may be less. 

Now, if competition is perf(‘ct, resources will tend to bo 
distributed between different industries so as to make marginal 
cost equal to the value of a unit of product, in each industry.^ 
But, since the ratio of marginal to final trade cost is different 
in different industries, this means that the ratio of final trade cost 
to the value of a unit of product varies from one industry to 
anotlier.^ And the national dividend would, obviously, be 
increased by transferring resources from industries where this 
latter ratio is small (whore net external economies are small oi‘ 
negative) to those wliere it is large (net external economies large).^ 
There is, tlierefore, a jane, case for checking investment in 
the first group of industries and stimulating it in the second. 

It may bo argued than an industry which shows increasing 
(marginal) returns is more likely to belong to the second group 
tlian to the first ; but it is by no means certain to do so. Nor is 
there any certainty that an industry showing diminishing returns 
will belong to the first group. 

G. F. Shove 

^ Which implies that tho “ marginal privato not proihict ” of resources in Ho 
aamc in all industries. 

* Whicli implies that tho “ marginal social not product ” of rosourcu s is 
difff'rcnt in different inilustrics. 

^ Supposing tho relation bot\vc('n “ inargijial social not product ” and “ mai'- 
girial privato not product ” to ho in other respects tho same in both cases; nn.l 
neglecting costs of transferenco. 



THE IRISH FREE STATE BUDGET 

(1) It is a question of some immediate interest whether the 
Irish Free State has hitherto succeeded in covering its ordinary 
expenditure by its ordinary revenue, and what its prospects are 
of doing so in the future. The published accounts enable a 
definite answer to be given to the first part of the query with 
respect to the first five completed years of its independent financial 
existence, and that answer will form the basis for a reasoned 
forecast of the immediate future. 

(2) In this brief inquiry two principles will be observed : 

(i) Revenue lies where it falls, and expenditure is properly 
attributed to the year in which it comes in course of payment; 
consequently, where blocks of accumulated arrears have been 
either received or paid, no attempt will be made to redistribute 
them over the years in which they ought to have been received 
or paid, but if they arc of significant amount their presence will 
be indicated. 

(ii) Where the line of analysis followed would require the 
resolution of a total into two or more component parts, but the 
figures arc lacking which would enable an exact segregation, no 
attempt will ])o made to substitute an arbitrary apportionment, 
but the j)resence of the undivided total and its probable bearing 
on the calcidation in process wall bo indicated. 

(11) At first sight it would not appear that the State has been 
successful in making ends meet. Revenue (excluding borrowings) 
and Expenditure have been ; 


Year. j 

Kovoniie. 

KxpL'iiditurt'. 

Deficit. 

! 

£ 

£ 

£ 

l[)22 2:i 

2s,204,6(>0 

30,785, G0(t 

2,491,000 

1923-24 

31,174,800 

41,974,200 

10,799,400 

1024 -2rj 

26,9.55,100 

29,980,500 

3,025,400 

102r)~2« 

25,554,100 

28,129,500 

2.575,400 

1026-27 

25,274,700 

28,341,000 ' 

1 3,066,300 


But in view of the principle, fully admitted in commercial and 
to a less degree in public financial practice, that not every 
exj)enditurc is properly chargeable against income, the answer is 
still sufficiently uncertain to repay a more detailed investigation. 

' Excliequur issues, probably slightly loss than final audited c:;penditnre. 
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(4) The starting-point for a division of expenditure into the 
parts which are respectively chargeable and not chargeable to 
income account must bo the distinction drawn in the weekly 
returns and annual balance of the Exchequer Account between, 
on the one hand, issues for “ Central Fund and Supply Services,” 
and, on the other, “ Other Issues or, as they are often called, 
issues “ above ” and “ below the lino ” respectively. The 
distinction is founded not so much upon the economic nature of 
the expense (while the capital nature of the transaction recorded 
is a character of many of the entries “ below the line,” it is not 
universal, and equally characterises numerous expenses entered 
“ above the line ”) as upon its legal authorisation (issues “ below 
the line ” arc made upon the authority, not of the annual Appro- 
priation Act, but of some continuing statute). Three classes of 
items are iticluded in the “ Other Issues,” viz. : 

(i) Repayments of temporary })orrowings. 

(ii) Temporary advances. 

(iii) Issues to meet capital expenditure. 

The first of these wo may leave out of consideration. The 
distinction between the second and third is fortuitous ; the same 
item appears one year in Class (ii) and again in Class (iii), and 
all the items appearing in Class (iii) are advances which have to 
be repaid to the Exchequer. Consequently, Classes (ii) and (iii) 
will not hero be distinguislicd. The issues comprised in these 
two classes have been : 

(i) To the Unemployment Insurance Fund, under the Un- 
employment Insurance Acts, 1921. 

(ii) To the Shamion Fund, under the Shannon Klectricity 
Act, 1925. 

(iii) To the Vote for the Post Olfice, under the Telegraph Acts, 
1892-1921, and the Telephone Capital Act, 1024. 

(iv) For the purchase of shares under the Industrial IVust 
Company of Ireland, Ltd. (Acquisition of Capital), Act, 1925. 
(The inclusion of this last, being a single and not a continuing 
payment, was contrary to the usual practice.) 

The totals for the five years have been : 

1922- 2.3 .... £001,200 

1923- 24 .... 411,000 

1924- 25 .... 436,000 

1926-26 .... 911,200 

1926-27 .... 1,051,900 

(5) On the income side of the account, “ Other Receipts " 
comprise : 
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(i) Money raised by the creation of debt; with this we are 
not here concerned. 

(ii) Repayment of Temporary Advances ; these have all come 
from the Unemployment Insurance Fund and have amounted to : 

1924- 25 .... £20,000 

1925- 26 .... 50,000 

1926- 27 .... 115,000 

(6) Similar to the issues listed in para. (4) in nature of applica- 
tion, but charged to “ Supply Services ” because authorised in 
each case by the annual Appropriation Act, have been advances : 

(i) To the Local Loans Fund. 

(ii) To the National Land Bank. 

(iii) To Agricultural Credit Societies. 

(iv) For the purchase of creameries. 

(v) Several smaller miscellaneous advances. 

The total amounts have been : 

1922- 23 .... £67,900 

1923- 24 .... 25,000 

1924- 25 .... 407,000 

1925- 26 .... 86,100 

1926- 27 .... 1,042,600 

(7) On the other hand, several Departmental Funds — the 
Intermediate Education, the Endowment, and the Development 
Funds, and the remaining funds of the revolutionary Dail — have 
been wound up and their liabilities transferred to Votes; the 
proceeds, carried on the accounts as “ Miscellaneous Revenue,” 
represent the destruction of capital assets, and should not be 
balanced against current expenditure. Also, previous to April, 
1926, the annuities collected through the Land Commission and 
the Board of Works on account of interest ancl sinking fund on 
advances from the Local Loans Fund of the United Kingdom 
were transferred en bloc to that Fund, but after that date this 
arrangement was replaced by an agreement whereby the Irish 
Free State pays an annuity of £600,000 for twenty years, retaining 
the amounts collected. For a few years the annual collections 
will exceed £600,000 ; the excess is plainly a realisation of assets 
and requires to be treated accordingly. The proceeds of all 
destruction of capital assets were : 

1925- 26 .... £43,300 

1926- 27 .... 906,000 

(8) The classes of expenditure listed in para. (4) and (6) 
above, whether accounted for as ” Supply Services ” or “ Issues 
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below the line,” all represent genuine capital investment, and 
the justification for their exclusion from the income account is 
the presumed reproductiveness of the investment. But there are 
also other cases of expenditure whose exclusion is justified by 
their “ extraordinary ” nature. It is unfortunate that the terras 
‘‘ abnormal,” “ non-recurrent ” and “ extraordinary ” have been 
used rather indiscriminately to describe these cases, for there 
are numerous expenses which are “ abnormal,” “ non-recurrent ” 
or “ extraordinary ” in the strict sense of the word — i.e. provision 
is not made for them as a matter of course each year — and yet 
the probability of the reappearance of the same or similar circum- 
stances is so high that it w'ould be extremely imprudent not to 
require that the ordinary revenue should be capable of meeting 
such contingencies. This includes the case of liabilities negli- 
gently incurred, and — on the revenue side — windfalls; here the 
only rule to apply is that revenue and expenditure lie where they 
fall. Examples are : Relief grants, the guarantee by the Pro- 
visional Covernment of an adv^ance from the National Land 
Bank to the \Volfhill Colliery, and the loss on the ijurchase and 
sale of coal in November 1926. 

(9) But there are also admittedly cases where the concen- 
trated incidence upon a short period of a mass of expenditure — 
which the revenue of the period could not bo stretched to meet, 
and arising from a circumstance which, if it recur at all, is likely 
to do so only after a comparatively long interval — justifies the 
distribution of that expenditure by means of boii'owing over a 
longer j^eriod. The Irish famine of 1847 <and the', earthquake at 
Tokyo in September 1923 are cases in i)oint; the most frequent 
examples in Eun'pean experience have been alforded by wars; 
the analogue for the Irish Ercc State is the expense incurred as a 
direct and immediate consequence of the revolution and civil 
war, 1916 -1924. 'The princiiml heads of expenditure have been : 


Year. 

1 Cornf)cnsatiuii. 

Restoration 
of Publie 
Ruildings. 

Exc*o.sa Cost 

Property 
Losses. ' 

Personal | 
Injuries. 

of the Army. 

1922-23 

£ 

1,09.5, 300 
‘1,031,600 

£ 

11,700 

£ 

347,500 

£ 

5,709,000 

1923-24 

400,300 

163,000 

8,741,100 

1924-2.5 

2,267,400 

312,900 

190,300 

1,350,800 

1925-20 

1,690,800 

17,600 

257,200 

1,138,300 

1926-27 

1,700,000 1 

4,300 1 

250,000 » 

602,000 ^ 


^ Exchoquer issuo.^. 


Estimate. 
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There should be included also the sum of £199,800, the amount oi 
the Local Taxation Adjustment Grant paid in 1922^23 in lieu 
of grants ordinarily issuing from the Exchequer to local authori- 
ties, and withheld by the British Government from those authori- 
ties which refused to perform the duties required of them by 
that Government. The “ Personal Injury Comjxmsation ” pay- 
ments contain some small proportion of annuity payments, and 
the “ Restoration of Public Buildings ” includes large sums of 
compensation paid to owners of buildings commandeered by the 
army. Tlie most dillicult point is raised by the “ Excess Cost of 
the Army.” While it is plain that some portion of the excessively 
heavy cost of the army in the earlier years must bo regarded as 
sufFiciently “ abnormal ” to come within the terms set out at the 
beginning of the paragraph, the selection of the particular figure 
cannot fail to be to a large extent arbitrary, and to reflect the 
current expectations of possible reductions in the “ normal ” cost 
for the future. In his 1920 Budget speech Mr. Blythe took the 
figure of £2,000,000 as “ normal,” but next year he felt entitled to 
reduce it to £1,500,000; while such variation is natural and 
inevitable in sj)eeches separated by the space of a year, it vitiates 
any comparison l)etween a series of yi'ars, for each of which some 
constant ” normal ” must be used, tt appears that the actual 
e.xpenditure for the years 1927 -28 and 1928-29 will approximate 
.to £1,750,000, and in the absence of any apparent ground for 
{)resuming a marked decrease in the future, that figure may be 
tentatively accepted as the ” ordinary ” expenditure. 

(10) The ex])cnses included in para. (9) are all the (Jlrect 
consequence of the revolution and civil war; pensions, whetlu'r 
arising from the disturbances or the change of government have 
not been included. There is no doubt that the charge on this 
account is and for some time will be heavier than it would be if 
retirements had taken place only in due course, that the excess is 
due to tlu^ change of government, and that that event was suffi- 
ciently unusual to come within the terms of para. (i)). But the 
probable duration of a very considerable proportion of them is as 
great as the maturation period of a loan, so that no reduction of 
present expenditure would be accomplished by borrowing to meet 
them ; this reasoning, of counse, does not apply to gratuities and 
commuted pensions, but the amount of these lump payments is 
comparatively small and cannot be segregated from the total. 

(11) On the other side of the account, any income arising on 
foot of any of the services to which these " abnormal " expenses 
relate must equally be set aside as properly applicable only to 

No. 150. — VOL. XXXVIII. T 
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meeting “ abnormal ” expenses, and not used to cover the current 
costs of government while the former are met by borrowing. The 
only items of importance have been the payments by the British 
Government on account of its liability for pre-Trucc damage and 
injury, viz. : 


1023-24 

1924- 25 

1925- 26 

1926- 27 


£2,171,600 

751.400 

995.400 
361,500 


Under Art. 3 of the Agreement of December 3, 1925, the Govern- 
ment of the Irish Dree State undertook to repay these sums to 
the British Government by an annuity of £250,000 for sixty years, 
commencing April 1, 1926. 

(12) One final correction remains to bo made; in the year 

1922- 23, before the two administrations were fully severed, 
revenue to the amount of £2,874,700 was collected in the area of 
the Irish Free State which w'as really attributable to Great Britain ; 
this sum was paid over — £1,250,000 in 1922-23; £1,400,000 in 

1923- 24; and £224,700 in 1924-25; with some readjustment not 
of large amount in 1926-27. 

(13) It is now possible to summarise the corrections : 


Receipts 


Year. 

Total 

Kecoipt.s. 

Revenue 

Adju.stinoiit. 

Dostnictioii 
of Assets. 

Extraordinary 

Receipts. 


£ 

1 

£ 

£ 

£ 

1922-23 

28,294,600 

2,874,700 

— 

— 

1923-24 

31,174,800 

— 

— 

2,171,600 

1924-25 

26,955,100 

— 

20,000 

751,400 

1925-26 

25,554,100 

— 

93,300 

995,400 

1926-27 J 

25,274,700 

— 

1,021,000 

361,500 


Expenditure 


Year. 

Total 

Expenditure. 

Revenue ' 
Adjustimmt. 

Capital 

Investment. 

Extraordinary 

Services. 


£ 

£ 

£ 

£ 

1922-23 

30,785,600 

1,250,000 

669,100 

7, 363,. 300 

1923-24 

41,974,200 

1,400.000 

436,000 

13,330,000 

1924-25 

29,980,500 

224,700 

843,000 

4,121,400 

1925-26 

28,129,500 

— 

997,300 

3,103,800 

1926-27 1 

28,341.000 

— 

2,094,500 

2,562,300 > 

1 


lilxchoquor Issues. 


Including one estimated figure. 
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Comparison op Receipts and Expenditure 


Year. 

Ordinary. 

Extraordinary. 

Receipts. 

Expenditure. 

Receipts. 

Expenditure. 


£ 

£ 

£ 

£ 

1922-23 

25,419,900 

21,603,200 

— . 

8,032,400 

1923-24 

29,003,200 

26,802,200 

2,171,600 

13,772,000 

1924-25 

26,183,700 

24,791,400 

771,400 

4,964,400 

1926*26 

24,465,400 

24,028,400 

1,088,700 

4,101,100 

1926-27 

23,892,200 

23,684,200 

1,382,600 

4,656,800 


The wide dillercnce between 1922-23 and 1923-24 is explained 
partly by the {issiduous collection of arrears, partly by the estab- 
lishment of a separate Customs service, and partly by the inclusion 
of the Land Purchase annuities in the latter year. 

( 14 ) Thus it would appear that during its first five years of 
independent existence the Irish Free State not only was suc- 
cessful in covering its normal expenditure l)y its normal revenue, 
but also during the first three of those years was able to show a 
considerable margin, which was prudently applic^d to meeting 
some part of the extraordinary expenses then accruing, following 
the example set by Great Britain in the War. By 1925-20 that 
surplus had practically vanished, so that Mr. Blytlic, to secure a 
balance in his Budget sjxjech in April 1927 , was compelled to 
resort to the imprudent device of taking credit beforehand for 
savings anticipated on the estimated expenditure. 

( 15 ) The prospects for the future lire less bright than the 
record of the past. Ordinary Revenue ’’will continue to decline. 
In 1927 the rate of income tax was reduced by one shilling in the 
pound; the anticipated loss was £ 550,000 in 1927-28 and 
£ 1 , 100,000 in 1928 - 29 . This loss cannot possibly oe covered by 
the yield of new forms of taxation ; the betting duty is the only 
one of importance, and there is now no major source of tax 
revenue left unexplored ; the interests affected by some of the 
major existing taxes — c.(j, the beer and spirit duties— ani urgcaitly 
demanding reductions, and there is but little ground to hope that 
a reduction in the rate would be followed l)y an increase in the 
gross yield ; the alternative of increasing again some of the taxes 
which have been reduced since the establishment of the Irish hree 
(State — e.(j, the income tax, the duties on sugar and tea would bo 
faced with a degree of unpopularity that would make any Minister 
for Finance wince. The income exj)ected from the new sources 
of non-tax revenue — the Currency Commission and the issue of 
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a token coinage — may be much slower in materialising than is 
anticipated, and will not in any case go far towards bridging 
the gap. 

(16) “ Ordinary Expenditure ” has probably reached its 
minimum. No further sigiiilicant reduction can be looked for, 
except possibly in the Army vote. On the other hand, the cost 
of the Civil Departments and the Civic Guard will be generally on 
the upgrade, through the normal accession of pay increments and 
the natural increase of the pension charge; this will counter- 
balance the falling-off to be expected in the burden of Treaty 
])cnsions, the more so since the new Civil Service is much more 
numerous than the portion of the Imperial Service formerly 
located in and specifically attributed to the administration of the 
area now included in the Irish Free State, and shows no tendency 
to diminish. Further, the restoration of the shilling a w^ek to 
the Old Age rerision is more than ijrobable,^ atid the demand that 
tlie soijial services provide the same level of benefits as in Great 
Britain and Northern Trelaiul is becoming more insistent. The 
Gov(u’nment is besought continually to undertake new and 
permanent expenses, and its own (.Commissions of Inquiry — e,(j, 
the Giedhealtacht Commission — all agree in advising additional 
expenditure; it cannot resist all these importunities inde^initel 3 ^ 

(17) Tlie Extraordinary Expenditures ” directly due to the 
revolution and civil war will, of course, progressively diminish, 
but some will continue for a long period. The obligation most 
recently undertaken on this head — viz. the annuity to the British 
Government under the Agreement of December 1925 — had already 
come in course of payment in J 926-27, but diu’ing that and the 
subsequent \'oar was met by offsetting (daims against Great 
Biitain; it will therefore bo an addition to the expenditure in 
1928-29. There will be some increase in the gross total of Com- 
pensation Stock created under the Daniagci to Pro[)crty (Com- 
pensation) Act, lf)23, outstanding, with a corresponding increase 
in the charge for interest and sinking fund upon the (A^ntral Fund. 
The gross total of “ Extj‘aordinary Expenditures ” of a capital 
nature left to be met by borrowing will go on expanding. Idie 
Shannon Fund, the Electricity Supply Board, and the Agri- 
cultural Credit Corporation will be making heavy demands. 
These investments, like the others referred to earlier, are expected 
ultimately to liquidate their debt to the Plxchcquer, and in the 
interval to pay interest upon it; but there is no probability that 
they will be in a position even to pay the interest for several 

^ It has since bocn eft’cctecJ. 
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years, and meanwhile the Central Fund must hear the burden of 
the interest and sinking fund on the debt contracted in order to 
finance the investment. It is too frequently and too easily 
forgotten that every “ extraordinary ” expenditure sot aside as 
proper to bo met by borrowing and not to be charged against 
“ ordinary ” revenue increases by a proportionate amount the 
charges that must be met out of “ ordinary ” revenue — per- 
manently, if the expenditure be not a reproductive investment ; 
and otherwise for a period which may chance to be of considerable 
duration, until the investment begins to show a profit. 

(18) The conclusion of these speculations is, that up to the 
end of the last year for which approximately com})lete figures are 
available the Irish Free State had safely and sanely made ends 
meet, with a considerable margin of safety in the earlier years; 
that by the fifth year the margin of safety had pretty well dis- 
appeared; that the prospects for the future are a continuing 
decline of revenue accompanied by an increase in some important 
lines of expenditure, without any very great hope for a counter- 
balancing diminution in others. The risk that the State may 
find itself not long hence financing its current expenditure out of 
borrowings is not altogether remote. 

(19) Except where otherwise indicated, the sources used have 
been the following : 

(i) For Other Receipts,” “ Other Issues,” and “ Issues 

for (.''entral Fund Services the Exchequer Account 
I No. I in the Finance Accounts]. 

(ii) For “ Revenue ” — the summary of the Revenue Com- 

missioners’ Accounts [No. 11 i]i the Finance Accounts]. 

(iii) For expenditure on Supply Services ” — the Appro- 

priation Accounts ; these not being a^^ailable yet for 
192(1-27, the Exchequer Account had to be used — 
the error will not be great, of the order of £100,000- 
£150,000. 


Trinity College^ Dublin. 


C. A. 1)ln('an 
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International Trade. By Prof. E. W. Tausskj. (New York : 

Tlie Macmillan Co. Pp. xxi + 425. 155.) 

By publishing tins book Professor Taussig has put a fitting 
crown both on bis own long services to economic scuence and on 
the notable cor])us of work in the field of international trade 
which, largely it is to be supposed under his own inspiration, has 
emanated in recent years from the Harvard School. The book 
meets a very badly felt need ; and students all over the world 
will have cause to be grateful to the veteran American professor, 
who, if report be true, by his acceptance of the part of Tariff 
Adviser to the Nationalist Government of China, has shown that 
in the practice as well as the theory of international trade he is 
still thirsting for new worlds to concpier. 

The book falls into three jiarts — an ex])()sition of the working 
of fundamental theory on the assumption of a universal gold 
standard, a collection of attempts at inductive verification of the 
processes asserted by theor}^, and an anne.xe on tbe peculiar 
features of business relations between countries with independent 
monetary standards. Of the first part Professor Taussig writes 
with extreme modesty, not claiming to have added anything 
significant to the structure of nineteenth -century theory. Yet 
the examination in Chap. VI of the influence of non-competing 
groups is conducted with such force and thoroughness that 
originality is scarcely too strong a word to apply ; and the dis- 
cussion in (hap. IX of tlie causes determining whether any given 
commodity shall figure in tlic list of a country’s exports or imports 
or neither, has slied new light in the mind of at least one reader 
on the matters d(dDaled somewhat darkly in Marshall’s Appendix H 
to Money, Credit and Commeree. In any case the exposition is 
throughout vigorous and lucid. Eschewing both algebra and 
geometry, Professor Taussig em})loys only the simplest processes 
of arithmetic — a choice for which many students will be grateful, 
though the following out of his arithmetical examples makes 
considerable demands on the eye and the attention. Particularly 
admirable is the severance made at the start between domestic 
and international prices, and the discussion in Chap. V of the 
inter-relations between these two and money wages ; though, as 
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1 shall show later, I think that the teaching of Professor Taussig, 
as of other orthodox writers, on tliis topic is liable to misunder- 
standing and misuse against which they would do well to guard 
themselves more carefully. 

In Part II Professor Taussig, even by his own confession, 
breaks new ground. In a series of most interesting realistic 
studies he examines the evidence for the existence of differences 
between various countries in comparative advantage for the pro- 
duction of various commodities, investigates tlu^ nu'chanism of 
international payments, and traces the connection between 
capital movements, the merchandise balance of trade, and the real 
ratio of interchange or (as he calls it) “ net barter tei-ms of trade.” 
I cannot help feeling that in his historical tn'atment of this last 
conception, which is so rightly ])roniinent in his wliole scheme, 
Professor Taussig does not emphasise sufficiently the distinction 
between the command over imports exerted l)y a given quantity 
of exports, and the command over fon^ign effort exerted by a 
given quantity of home effort. The difference between Mill’s 
units of cotton and linen and Marshall’s bales of composite goods, 
each representing an hour’s labour, beconu's of very great import- 
ance wlu'n we are examining moveunents over a long series of 
years. Professor ’Paussig, for instance, gives no hint that a 
“ worsening ” (ff (Jreat Britain’s terms of trade such as he detects 
between 1900 and 1914 does not nece-mirily imply a diminishing 
command of British laljour ovvv foreign goods, still less over foreign 
labour. If, as there seems some reasim to suspect, improvement 
in the effectiveness of effort applied to manufacture continued 
unabated during the ])eriod, while improvement in the effective- 
ness of labour applied to agriculture received a temporarj^ check, 
a fall in the value of machiiuTy in terms of wheat would have 
b('(*n quite consistent with an incn'asing value of British engineer- 
ing labour in terms of wheat, and still more in terms of foreign 
agricidtural labour. Incidentally, it may be suggested that 
Professor Taussig is a little over-confident in predicating of these 
years a definite worsening of the terms of trade, even as dedined 
by him : the bump in the curve produced about 1900 by a 
coalescence of trade boom and South African War is easily 
misinterpreted. 

In Part III wo proceed to a .study of conditions under inde- 
pendent money standards or, as Professor Taussig describes it, 
“ dislocated exchanges.” The term is not perhaps very happy, 
for he proceeds to driiw a fruitful distinction between cases where 
the various monetary systems in question are stable and cases 
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such as we have been familiar with since the war — in which one 
or more of tliem is undergoing a progressive collapse; and it 
would scorn that the term in question miglit perhaps have been 
better reserved for the latter. What is, I think, more serious is 
that the doctrine of purchasing-power parity, which was preached 
by Professor Cassel in connection with the latter group of cases, 
is discussed by Professor Taussig in connection with the former 
or relatively “ normal ” grouj), and is thus treated with some- 
thing less than justice. This is not the place to expound why I 
believe that the prevalent fashion of denouncing Professor Cassel’s 
once formidable doctrine as being, wlien applied to international 
commodities, a mere truism, is mistaken : but there is, I think, 
now that the subtler problems concerned with the real ratio 
of interchange have again become relatively more important 
and interesting, some danger of our forgetting that, in the par- 
ticular circumstances in whicli it was put forward, (-assel’s doc- 
trine did splendid and essential service in concentrating the 
world’s attention on monetary j^olky as the single most important 
cause of the exchange phenomena w^hich then required explana- 
tion, and which were being attributed by public o])inion and 
Governmental propaganda to almost every conceivable other 
source. This is not to detract from the merit of Professor Taussig’s 
own analysis of tlie other causes which, under relatively stable 
conditions, may alter the rate of exchange between count ri(\s 
with independent standards — an analysis which is worked out 
with ingenuity and success. 

In the discussion of the alleged bounty to exporters conferred 
by tlie process of currency depreciation, I lind the o])inion that 
“ there is nothing ... in the history of paper money to lead 
to a presumption that exchange will rise faster or slower, more 
or less, than ])rices ” rather surprising in view of European 
experiences in recent years. Nor do I understand the grounds 
on which Professor Taussig concludes that the purchase or sale 
of foreign exchange under a gold exchange standard is likely to 
be less effective for ])roducing necessary readjustments of inter- 
national trade than actual movements of gold (pp. 282-4). (It 
is odd, by the way, that in enumerating the elements of “ play ” 
and flexibility in the present American monetary system (p. 213), 
Professor Taussig does not mention what to most people has 
seemed tlie most conspicuous of all — the machinery of “ open- 
market ” dealings by the Federal Reserve banks.) 

I must compress into a small compass my major criticism of 
the book, which, as already hinted, turns on a matter of omission. 
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The demonstration that the relative levels of money wages 
economically maintainable in two countries are the result of the 
relative efficiency of labour in the two, and of the conditions of 
their reciprocal demand, is, so far as ii goes, a valuable service 
and a necessary corrective of crude fallacies. Ihit unless it is 
supplemented it is apt to be misleading to enthusiastic reformers 
and unnecessarily irritating to harassed business men. It is so 
easy to mistake the economist’s assumption that wages are what 
they ought to be for a proposition that wages ought to b(‘ what 
they are. Readers of the Webbs’ Industrial Democracy will 
remember the extremely misleading twist there given in an 
Appendix to Mill’s unfortunately worded dictum about high and 
low \vages in relation to international trade. A vagiu' impression 
that there is some magic about the theory of international as 
opposed to home trade w'hieh makes it ridiculous to suppose that 
a country can b(^ pressing on too fast with an elevation of labour 
standards is all too common. Further, it is surely possible to 
('xtend the theory of non-competing groups, so ably develo])ed 
for specific industries by Professor Taussig, till it covers the whole 
or the main ]>art of the range of a country’s exporting industries. 
If, that is to say, the memlxTs of a nation A can cajole or compel 
their (‘X]K)rters into wa.)rking for a hjwer standard of life than that 
obtainable in the country as a whole, the scale of international 
trade wall be “ uneconomically ” extended, to the advantage of 
the main body of the citizens of the country as consumers of 
imports, and to the embarrassment of ttios(‘ prodm^ers in foreign 
countries who are in competition with the sweated cxpcu'ters of A. 
It is, I think, arguable' that something of the kind has been 
happening in recent years in the w'orld as a whole'. With the; 
partial closing of the vast gap which existed in the nineteenth 
century between the comparative effi'ctive'iiess of differe nt countrie s 
in agriculture and industry respectively, it is becoming natural 
that the world should settle deiwn to a smaller (relative) ve)lume.; 
of international trade. Yet frictie)n, jurstige, traelitie)n are all on 
the side of “ pushing ” fe.weign trade to the utternmst limit. The; 
result is the problem of sheltered and unshelt creel industries. It 
is, I think, a defect of Professor Taussig’s l)ook that this ])rejblem 
is never so much as hinteel at in its pages — though it is a ])roblt'ni 
no less American than British, as the continued outcry of the 
American farmer bears wdtness. 

I append a list, which may save some readers some scratching 
of heads, of wdiat seem to be misprints and minor errors. P. 40, 
1. 23, for “ lower ” reail “ raise.” P. G8, 11. G and 10 from end : 
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the addition in each case of “in a year ” after “ made ” seems 
essential to tlie argument. P. 83, 1. 12 from end, for “ industry ” 
read “establishment.” P. 116, note, the definition of elasticity 
needs an obvious recasting. P. 139, 1. 10, for “imports ” read 
“ exports.” On p. 200 it is stated that Bank of England notes 
are fixed in amount : on p. 203 (whereon in 1. 17 for “ 1924 ” 
rend “ 1925 ”) it is suggested that the Bank of England redis- 
counts bills for the joint stock banks ; and it is not, I think, 
clearly brought out tliat in England under the Act of 1925 the 
possil)ilil y of an internal drain of gold has become a thing of the 
past . P. 275, 1. 14, omit “ in doing this than.” P. 344, 1. 6 
from end, for “ 26'. 2r/.” read “ 2s. fid.” P. 391, 1. 6 from end, for 
“ 1924-5 ” read “ 1922-3.” P. 362, the tojj sentence makes the 
wrong suggestion : in the situation under discussion -the neces- 
sity to make remittances for purposes of capital export or indem- 
nity payment - the terms of trade will move more against England 
if her demand is inelastic ; this is where this ease difiers from that 
of an increased urgency of demand for foreign goods. 

To sum up, 1 suspect that Professor Taussig, like most other 
expositors of his subject (Edgeworth is a conspicuous exception), 
has erected a structure which is too Panglossian to be proof 
against all the queer cross-winds which blow in these confusing 
times; but that need not lessen our admiration for the patient 
skill and clarity with which he has arranged his bricks or our 
gratitude that the jfiot which he has covered is no longer labelled 
“To Let.” Y >. H. Koiiisutson 

London Essays in Economics in Honour of Echvin Cannan. 
Edited by Professor T. E. Gregory and Dr. Hugh 
Dalton, M.P., with a Foreword by Sir William Beveridge, 
K.C.B. (Routledgc. IO 5 . ( Sd . net.) 

This is a collection of essays written by some of Professor 
Gannan’s pupils. It was a happy thought which prompted them 
to publish the volume in honour of their great teacher on the 
occasion of his going down. Some of the contributions hang 
together and form a unity on topics particularly associated with 
the name of Professor Cannan, but it is obvious that the editors 
had no desire that there should be any other connecting link in 
the collection than the personal one, namely, that all the con- 
tributors had served their apprenticeship under one master. The 
personal note is not emphasised, but the motive is perfectly clear, 
and those who have been privileged to study under Professor 
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Cannan will be especially able to appreciate it and will be grateful 
to the men and women who have written it. 

There is considerable variety in style and method, but most 
of the essays are well written (some extremely well), and there is 
a fair amount of serious and successful contribution to knowledge, 
though several writers have written more expansively elsewhere 
on their subjects. Certain internal evidence may be found tliat 
some of the writers have been under a common influence, but 
there is none to suggest that tliey all belong to a “ school ” founded 
by their teacher “ in the sense in which Marshall and certain 
foreign economists are said to have performed that operation ” 
(p. 7). Variety of opinion is no demerit of such a collection ; one 
would rather urge it as a tribute to the independence of their 
thinking and the excellence of the method of their training. 

‘ Founding a school ’ may easily be carried too far, so as to 
result in the over-standardisation of ideas and a too mechanical 
use of terms and processes of reasoning ” (]>. 8). 

Dr. Dalton’s essay on Professor Cannan ’s general contribution 
to economic thought is excellent, but there is not enough of it. 
He gives a well-balanced judgment on Professor Caiman’s method, 
holding the scales evenly between that method and Cambridge : 
“ Economic science, in Professor Camian’s hands, is very con- 
spicuously common sense. Nor does it err by being too highly 
or artificially organised. It is rather a blutf common sense, 
lion-mathematical, witliout humbug or pretentiousness, and 
practising a strict economy of those technical terms which so 
easily degenerate into clumsy and jesthetically rejiulsive jargon. 
There is here no excessive abstraction, no pomposity of doctrine, 
but always a keen sense of reality. Compared with some 
economists of the Cambridge school, he is apt to appear relatively 
unsystematic, and to judge questions more on their particular 
merits and les.s as special illustrations of far-reaching general 
propositions. Neither this method nor that is obviously the 
better. They are alternative modes of the search for truth.” Of 
course most economists like to think they use common sense, but 
there is a certain danger in elevating it to the dignity of a method. 
There comes into mind, for instance, Professor Caiman’s treatment 
of the meaning of the term wealth in the book of that name, where 
it is defined as material welfare, material happiness, etc. — which 
sounds like common sense but is extraordinarily lacking in the 
precision Professor Cannan can and docs show in other places. 
Again, in the discussion of which takes ])riority. Equity or 
Economy, as a principle of taxation, one has the feeling that 
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though there is a great deal of common sense in the position taken, 
tliere is a good deal below the surface that requires digging up. 
Arc Equity and Economy alternatives, or are they simply different 
kinds of judgment ? One is an ethical idea and the other is 
economic. 

The fiction that Professor Cannan is merely an iconoclast 
Dr. Dalton effectively deals with by showing the large quantity 
of constructive work that is contained in his teacher’s works. On 
monetary theory, population, distribution, the economic import- 
ance of social institutions such as property and inheritance, and 
his treatment of isolated man, Dr. Dalton easily shows that 
Professor Cannan has built as well as broken. After all, in his 
great critical work, the Theories of Production and Distribution, 
though there is an extremely high degree of sensitiveness to error, 
the main theme is positive : the development of ideas rather than 
their inaccuracy is his chief concern. 

Perhaps Dr. Dalton gives a little too much space to Professor 
Cannaii’s attitude towards Socialism, and he is also perha})s a 
little inclined to see more of the socialist in his hero than others 
can perceive. A little loss of this and more on Professor Caiman’s 
social ])hilosophy would have been better. On the whole, mon^ 
space might have given Dr. Dalton an opportunity to produce a 
more thorough apiireciation rather than description of the 
contribution made. 

Professor Gregory writes an extremely lucid, straightforward 
essay ex])laining the position taken by Professor Cannan on all 
important monetary and })anking issues, theoretical and practical ; 
it is a model of order and comideteness within the limits of his 
space. He objects to Mr. Keynes’ observation that Professor 
Cannan is unsymjiathetic with “ nearly everything worth reading 
that has been written on monetary theory in the last ten years,” 
and argues that in accepting the monetary explanation of the 
trade cycle Professor Cannan is in line with “ advanced ” views. 
Since “it is not so important to be fashionable as it is to he 
correct ” (p. 00) it is not necessary for Professor (.'annan, in 
accepting this monetary explanation, to commit himself “to 
current dogmas as to the nature of bank credit and the relation 
of loans to deposits or of bank policy to currency control,” and 
the j)roposition “ that bankers are in a position completely to 
eliminate the trade cycle by control of credit.” 

Mr. Lionel Robbins undertakes the treatment of the “ optimum 
theory ” of population propounded by Professor Cannan, and 
makes a definite and valuable contribution to the literature of 
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this subject. He sketches the history of the theory and its con- 
nection with Diminishing Returns, and shows most excellently the 
implications of “other things being equal ” when the optimum 
number on a given area at a given moment is being considered. 
“ With the collapse of the old theory of dynamic diminishing 
returns,” lie says, “ there has arisen a real lu'cd for a chapter in 
Economic Theory which shall discuss and classify the main causes 
influencing the position of the optimum ” (p. 129 n.). It is to be 
hoped that Mr. Robbins will apply himself to the task soon. 

Miss Buer, in a style strongly redolent of Professor Caiman’s 
“ bluff common sense ” and of his sense of humour, gives the 
historical setting of the Malthusian controversy, and disposes of 
the idea that the Malthusian point of view was widely accepted 
because England was actually over-populated in the early 
nineteenth century. 8he attributes the origin of the o])inion to 
the pessimism induced by the widespread distress wliieh happened 
to accomi^any the great growth of population, but the distress 
was due to war and “ its twdn devil inflation,” and the growth of 
population w'as due to improvements in agriculture, transport 
and medicine. 

There is an extremely interesting account in Professor Plant’s 
essay of the methods of financing business in South Africa since 
the depression of the ’eighties, when th(‘ bill system was abandoned 
in favour of strictly cash transactions. Mr. Benham sets out to 
prove that economic laws triumph over Government interference, 
but concludes by remarking that Australian regulations have 
“ some' what altered the relative* values of different types of work.” 
Legal conceptions of ca])ital and incoini* Dr. Robson sliows to bo 
somcwdiat confused, and he makes the practical suggestion that 
there should be an economic assessor to assist judges in 
defining terms. But it might be awkwnrd if we had economists 
as expert witnesses also ! Dr. Burns’ essay on coinage seems 
more interesting to numismatists than to economists, though 
some of the latter may like it. Considerable penetration is 
displayed in the essay by Mr. Mitrany, in which he reveals the 
fundamental clash between Marxism and the as]nrations of the 
European peasantry. Mrs. Burns is provoking in her discussion 
of productivity and its relation to w\ages. She favours the 
“ frank recognition of the emptiness of the word productivity,” 
but she is not very convincing in her choice of a tlieory of wages. 

A. Radford 

University College, 

Nottingham. 
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Studies in Economic History : the Collected Papers of George 

Unwin. Edited with an Introductory Memoir by R. H. 

Tawnev. (London : Macmillan. 1927. Pp. Ixxiv + 490.) 

It was right to collect Unwin’s j^apers. It is not always 
right to collect papers because some men have degrees of thorough- 
ness in workmanship, or of recklessness in the spending of them- 
selves on it, vaiying with the end in view. Unwin had not. 
Phere is as much learning and at least as much — what shall wo 
say? — prophesying perhaps, in a little discourse read before 
some casual vacation conference as in lectures given by invitation 
before his old University. Most of the papers are reprints, the 
chief exceptions being a lecture on mediaeval cit 3 ^ origins (The 
Roots of the City, p. 49) delivered at Manchester in 1911; the 
already well-known Oxford lectures of 1912 on the Elizabethan 
Merchant Adventurers (pp. 123 — 220), and some fragments of 
a projected History of Commerce (pp. 221 — 01). It is an immense 
convenience to have these in one volume with the reprints, 
because no one keeps on his shelves the Victoria ( 'onnty History of 
Suffolk plus the Transactions of the Manchester Statistical Society 
and a Cyclopaidia of Education published in New York, yet every- 
one wants to have the whole work of the man who was probably 
the foremost economic historian of his generation. The teacher 
can dip into it when he is preparing to teach and the writer when 
he turns to his writing. And whatever his topic ho will do well 
not to omit to take his sortes Unwiniame. That is, if he is an 
historian : for the economist it is perhaps loss essential. 

There was not much of the economist pur sang about Unwin. 
Bred in the Classics and in Greats, he studied in Germany more 
or less under Schmoller. (He was not the man to be very much 
under anyone.) His years of secretaryship to Lord Courtney 
(1898-1908) deepened the native individualism of Stockport, but 
left him a social philosopher and institutional historian. Economic 
institutions were the most universal, the most spontaneous, and 
together with religious institutions — in which also he was passion- 
ately interested — the chief homes of that spirit of unconstrained 
fellowship which was God in history. So far, yet with the 
reserved right to occupy himself with any occasion on which 
two or three were gathered together in brotherhood, he was an 
economic historian. I do not know how it was with some parts 
of his teaching : he cannot have neglected these things : but he 
did not write by preference about statistics or quantities. It is 
easy to picture him commenting on town-plans. He seems to 



1928] TAWNEY : STUDIES IN ECONOMIC HISTORY 


285 


have carried the plans of most towns of Europe, and some others, 
in his head (see p. Iv). It is less easy to think of him elucidating 
a system of graphs. 

The paper, here first printed, on The Roots of the City, shows 
Unwin the institutional historian with special economic know- 
ledge, at his best. Much has been written about city origins. 
Not even Pirenne has written better. 

The Oxford Lectures on the Mercliant Adventurers bring 
out what might bo called, without more than a touch of exag- 
geration, his hatred of the compelling and warring State, of 
Leviathan. Non ed polestas super terrain qiue coinparelur ei. 
Potestas — antithesis of fraternitas. An essential Christianity, 
with the dash of anarchism whicli that often implies ; a native 
reaction against the worship of Macht which he had found spread- 
ing in tho Germany of the ’nineties; something like disgust at 
the wallowings of Leviathan, seen from where the mud was 
splashing and Courtney was noting the fall of each lltaik, in the 
years of the Boer War — all helj)ed to ])rcpare him for what, in 
tho narrowest technical sense, was one of his chief “ original ” 
ontributions to English economic history, a scries of demon- 
strations that the State, and compulsory monopolistic cor[)orations 
established by it, had a great deal less to do with the growth of 
English industry and commerce than some pcoj)le had hinted 
and others — mostly Germans these, from List downward — had 
confidently asserted. 

This is really the central theme of the lectures on the Adven- 
turers, as it had been that of his essay which proved — contrary 
to an opinion generally, if too lightly, received — that Edward 111 
had no economic policy, least of all a “ free trade ” policy, the 
essay which converted Cunningham. (The strictly financial part 
of the Adventurers lectures either had been anticipat'd by, or 
was based on, the work of Dr. Scott.) Unwin refused to see in 
the dog-fight between Adventurers and Hansards any “ world- 
economic ” decision. Two groups of monopolists fighting for 
monopoly ; the Hansards rather the j)refcrable of the two, be- 
cause, while they w'ere still in the field, the English cloth industry 
had two channels of export instead of only one, and that stinted; 
but behind, beyond and above both, the main “natural” forces 
of growth and intercourse working through English interlopers 
and German traders who had no lot in the Hanse towns — that, 
or something like that, is tho picture. 

Demonstration, against some German scholar or other, that 
the Adventurers were not a well-handled tool gripped by a fore- 
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and perfectly clear-sighted mercantilist State to carve out for 
itself Wirtschajhmacht, is easy — perhaps a trifle overdone. I 
fancy no Englishman who has ever stood close to the Elizabethan 
statesmen has believed in that diabolic foresight. Certainly 
their corn policy, to take a single instance, was almost as short- 
sighted and full of contradictions as that of Franco before the 
Revolution. 

The delightful fragments of chapters for a history of com- 
merce cannot be judged adequately, just because they arc so 
fragnu'ntary. They do suggest, however, one friendly criticism — 
that Unwin had never quite got over those architectural diffi- 
culties of book-building, which must have worried him, as they 
certainly have some of his readers, in his lirst two books, Industrial 
Or{}(inisation in. the Sixteenth and Seventeenth ('entaries and The 
(iilds and ('o)n panics of London. 

One of the best things in the book is Mi’. Tawney's biograjiiiical 
notice of liis fricMid — a selfless scholar, always giving, always 
thinking other people’s work better than his own and better 
than it was. the man who would not review a book unless he 
could speak well of it, who died at fifty-five worn out with work 
for learning, his pupils, and mankind. 

J. H. Coach A. u 

On Stimnlus in the Economic JJfe, By Sir ffosi vn 8'r \mc, O.B.E. 

(Cambridge University Press. 11)27. Pp. 68. lls.) 

l)oi:jnaa<:ss there are many economists who, like the reviewer, 
pick up anything newly written which ajipears to have to do with 
the psychological aspects of economic or social life with fore- 
boding, hardly lioping to find anything new save perhajis a new 
jargon. If the author's name lures them into hazarding an hour 
or so upon this little book (in which the Rode lecture at Cambridge 
ill 1927 is made available to a larger audience) they will find 
themselves repaid and encouraged. Sir Josiah Stamp has a real 
problem in mind, he formulates his problem with care, and h(‘. 
pursues it a little way along each of a number of promising I’oads, 
Stimulus is an imu’cment in incentive,” and is to be distinguished 
from changes in “ scojie.” Thus increased supply and lower 
prices, with no change in the demand schedule, give larger scope 
but no new stimulus to demand, and lower interest rates, simi- 
larly, merely give large scope for business enterprise. There is 
an important difference, moreover, between the kind of stimulus 
which supplies fresh energy and the kind which, like a catalytic 
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agent, merely releases energy. Account must also be taken of 
the permanent as well as the immediate results of a stimulus. 
The immediate gain may or may not bo followed by a reaction, 
and the permanent gain or loss may be full or partial. Similarly! 
repeated doses may have a constant, <liininishmg, or increasing 
effect. 

By means of these abstract considerations the author succeeds 
in giving unity of interest to what he saj:» n])out the known 
characteristics of the stimulus of drugs, of alcohol, toa, etc of 
fertilisers, of stimulus in “ the physiology and psychology 
labour tasks,” of experimental psychology, and, finally, of 
” economic stimuli.” Inflation attended by rising prices is held 
to be a true (though unwholesome) stimulus to business enterprise. 
Just as one is about to charge the author with inconsistency in 
making rising prices a “ stimulus ” while holding that falling 
interest rates are merely a change in “ scope,” one reads, in 
relation to the stimulus given by a relief from super-tax, that 
“ the distinction is not always clearly marked,” and that ” the 
enlarged scope itself may give zest to a jaded incentive.” Also, 
one may add, the activities evoked by an increase in scope 
prompt or stimulate other activities. But the distinction is none 
the less important, and it is a just remark that in the literature 
which deals with industrial fluctuations, “ the ideas of auto- 
matic scope and motival imi)etus are confused under the one set 
of terms.” 

flliere are some shrewf) o])servations respecting the necessity 
of distinguishing among ditleront economic stimuli according to 
the nature of their permanent results and the nature of the 
reactions which they breed. Thus, speaking broadly, ” the 
monetary factors in fluctuation, however stimulating, are nearly 
all of the self-reaction type, and what one gions on the swings 
to-day is lost on the rountlabouts to-morrow’.” JSuch considera- 
tions lead naturally to a discussion of the value of ‘‘ rhythm ” as 
compared with the value of stability — a question of thu utmost 
importance, which w'as pretty completely ignored by writers on 
industrial fluctuations before IVIr. D. H. Robertson wrote his 
challenging little book on Banking Policy and the Price Level. 
The question, as the author suggests, ” probably resolves itself 
into a contrast between the advantages of a perfect development 
of existing institutions, and the advantages of radical improve- 
ments and increments of revolutionary change from the gross 
value of which have to be deducted the losses and disadvantages 
of disturbance and destruction in human and physical or invested 
No. 150. — VOL. xxxviii. ^ 
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capital.” But “ Prosperity, not Necessity,” he concludes, “ is 
the mother of invention,” for “ in a time of abundance of resources 
alone can large-scale inventions and improvements be under- 
taken.” A true conclusion, I think, but not the whole truth. 
We have to distinguish between the devising and planning of 
improvements and the widespread utilisation of them, as well as 
between an “ abundance of resources ” and an abundance of 
opportunities for th^ir profitable use. May it not be that acute 
depression unusually high level of “ prosperity ” {i.e. an 

unuja'^^^^y high level of business profits) are inimical, the one to 
the adoption of and the other to the search for real improvements ? 

There are many other points at which the book invites quota- 
tion and comment — wliich is another way of saying that ISir 
Josiah Stamp’s discussion of stimulus is itself a stimulus to 
thought. 

AnnvN A. Yocnu 


T'he Stabilisation of the Mark, By Hjalmau Schacht. (Allen 
and Unwin. Pp. 247. 8 . 5 . ChL) 

Report of the Commissioner of the Reichshank, December 1927. 

A MOST cordial welcome must be given to the English trans- 
lation of Dr. Schaclit’s book on the stabilisation of the German 
currency. There can be no need to emjdiasisc either the import- 
ance of the subject or the peculiar qualifications of the author to 
deal with it. Economists will naturally turn to the book as the 
most authoritative source of information on one of the most inter- 
esting cases of currency stabilisation ; and in this respect their 
expectations will be amply fulfilled. But in addition they will 
find a most absorbing story. Throughout that story, politics, 
international and domestic, play a large part, whilst in the critical 
period we are given the more personal drama of decisions speedily 
taken and resolutely maintained in the face of gravest difficulties. 
Many of clie events which Dr. Schacht relates reflect greatly to 
his own credit, and we read of them with the more enjoyment 
because he writes frankly, without affecting undue modesty. 

From the point of view of the economist, the opening chapters 
which lead up to the crisis of 1923 are not all of the same value. 
The first chapter, dealing with the war period, seems entirely 
adequate; the succeeding chapters on the post-war years of 
inflation leave one with certain doubts. While Dr. Schacht is 
disposed to criticise the financial policy of the Reich during the 
war, he appears to place the whole responsibility for the subse- 
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quent collapse of the mark on the reparations policy of the Allies. 
With this view not all German economists, I think, would be 
found to agree ; and in any case, assuming that J)r. ISchacht is 
broadly right in his verdict, the theorist will fcpl the need for a 
much closer analysis of the causal relations bctwec'n changes in 
foreign exchange rates, internal prices and money in circulation. 

But the really important part of the book begins when wo 
reach the final crisis in which Dr. Schacht himself took command, 
first as Commissioner for Currency and later as President of the 
Rcichsbank. The plan for the creation of the Benten})anlc n,nd 
the Rentenmark had already been drawn up ])eforc his appoint- 
ment ; but the introduction of the new c uncnr y, tlu' establishment 
of a fixed relation between the new curnmey and the old, and 
between both and the dollar— these were almost entirely Dr. 
Schacht’s achievements, and here we have his own account, of 
the measures by whicli they were accom])lished. 

For Dr. Schacht’s reputation it sulhees that these meas\ires 
were successful, and chaos was converted into order. To advance 
the theory of the matter, however, we rctpiiro to know whether 
in the given circumstances stabilisation could have been attained 
in any other way. This seems to involve three questions : 

(1) Could the old mark have been stabilised at a higher value? 

(2) Was it necessary to introduce a new currency? (3) If so. 
Was the Rentenmark the best form for the new currency to take ? 

The second question is in some ways the crucial one, and 
unfortunately it is one which Dr. Schacht does not directly discuss. 
His general account of the situation, liowever, rather confirms 
one’s impression that tlie old mark had hecomo too far dis- 
credited to be made to stand alone as a stable unit of account. 
(It miglit be argued further tliat any policy based simply on 
restoring confidence in the existing currency would have had to 
have begun with a drastic restriction of further issues ; that this 
was impossible with the existing condition of the public finances ; 
and that the latter could only he put in order after a measure of 
stabilisation had first been achieved.) If the need for a new 
currency is conceded, Dr. Schacht is able to make out a good case 
for giving the old money a low rating in order to malvc room for 
the new and give him more effective control of the situation. 
With regard to the form of the new currency, it is interesting to 
notice that Dr. Schacht was at first opposed to the Rentenmark 
on theoretical grounds, but later came to recognise its important 
practical advantages from a political point of view. 

Dr. Schacht justly claims that the process of stabilisation was 
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completed before the adoption of the Dawes plan and without 
any political assistance from outside. (There was, of course, the 
assistance of foreign bankers in setting up the Gold Discount 
Bank.) It is admitted, however, that the signing of the London 
Treaties first secured the German currency against external 
political dangers and prepared the way for a large-scale resort to 
foreign loans. 

The influx of foreign capital a])pears to have been the chief 
factor in the recovery which has taken place in Germany since 
1924. But it has also provided the post-stabilisation problems 
which have given Dr. Schacht most anxiety. How far his appre- 
hensions are well fouin.led has been the subject of much con- 
troversy in Germany. The more general view appears to be that 
they are exaggerated, and it cannot be said that his treatment of 
iho cpiestion in this book is at all points convincing. It docs not 
seem to matter, for instance, if the loans increase German im- 
ports, since at the same time they provide the means to pay for 
them ; and if at first there is a certain rise in German prices, 
owing to the exchange of Devisen for notes, is not this simply the 
mechanism by which the real payment of the loans in goods is 
brought about ? jMisgivings are more intelligible it they relate 
especially to short-term foreign borrowing -the kind of borrow- 
ing least amenable to control. Here the possibility has to be 
reckoned with that the foreign exchange ])rocecds may be dis- 
sipated, so that (lifliculty may be experienced in finding the means 
of repayment when called for; and it must be admitted that tliis 
danger is enhanced by the presence of the lleparations-Agent, 
ever looking for opportunities to effect his transfers. But Dr. 
Ncliacht is sundy mistaken if he means to suggest that the utilisa- 
tion of the exchange proceeds of foreign loans for reparations 
transfers (p. 232) deprives German industry of the capital it 
recjuires ; for the borrower then gets his loan in German money 
paid out of the iiej)arations Account. Apart from the complk^a- 
tion mentioned above in connection with short-term loans, the 
present effect of borrowing abroad must be to simplify the transfer 
problem all round. The ultimate effect depends, of course, on 
how far these loans increase Germany’s capacity to export or 
reduce her need of imports : a consideration which may justify 
Dr. Scliacht’a insistence that they should only be resorted to for 
“ ])roductive ” purposes. 

Dr. Schacht’s book was written in the latter part of 1920. 
The English reader will most easily follow t he subsequent develop- 
ments of German currency and credit in the Reports of the Com- 
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missioner of the Reichshank appointed under the Dawes scheme. 
No one believes now, I hope, that the presence of this foreign 
official is necessary to ensure observance of the Bank Law ; but 
Dr. Bruins does much to justify his office by writing these reports. 
Published twice a year, they provide us with a wider survey of the 
conditions affecting the Keichsbank’s policy than is given in 
the Bank’s own annual report. The accompanying tables and 
diagrams are particularly useful for reference purposes, but the 
explanations and additional information given in the text will also 
be found very valuable. On the whole the Commissioner seems 
to take a rather more sympathetic view of Cerrnan credit policy 
than that of the Agent-Ocneral for Reparations. 

P. B. Whale 

London School of Economics, 


The Resiontiion of European Currencies, By D. T. Jack. 

(P. King c'c Son. 1027.) 

Tills book deals with monetary reconstruction in the countries 
of Europe, with the exception of Hungary. It includes, howevcu’, 
an account of the French franc and of the Italian lira, which had 
not been officially stabilised at the time of writing. Mr. Jack is 
largely concerned with the questions of under-valuation and over- 
‘ valuation, and with the stabilisation difficulties w'hich arise out 
of a discrepancy between the internal and external values of a 
currency. The stabilisation crisis, it may be noticed, docs not 
develop of itself, as is assumed ; it occurs only when the Central 
Bank intervenes, as it must do if the stabilised rate is to be 
maintained. 

The problems of under-valuation and over-valuation are 
naturally introduced with a discussion of the Purchasing Power 
Parity doctrine, which Mr. Jack briefly describes. His definition, 
however — “ The internal value of the cuiTcncy as measured by 
its purchasing i)ow’er parity aiid its external value as measured 
by the actual exchange rate will be in equilibrium is not 
remarkably coherent. It is unfortunate, moreover, that having 
stated the theory he should occasionally neglect its application. 
It is suggested, for example (p. 40), that from the standpoint of 
the national finances considerable advantage might be derived 
from the apj^reciation of a currency with respect to the jjayment 
of foreign loans contracted on a gold basis, the number of units 
of local currency to be provided being thus reduced. It should 
bo obvious that there is no possible advantage of this kind to be 
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set against the increased real burden of the domestic debt.*' 
Again, in the discussion of the Lithuanian exchange the argument 
used lias a strong flavour of mercantilism. “ The absence of 
important invisible trade items of income,” it is asserted, “ adds 
to the necessity of securing a favourable visible balance ” (p. 196). 
Hero the accumulation of foreign balances by the Central Bank 
takes the place of an accumulation of the precious metals. 

The discussion of currency conditions in the separate countries 
shows the enormous range of the problems which are involved. 
There are the contrasts between gold bullion and gold exchange 
standards, de facto and dejure stabilisation, deflation and devalu- 
ation. These contrasts need to be clearly drawn. A policy 
'which aims at going back to an original gold parity, involving a 
rise in both the external and the internal values of a currency, 
merits a difl(^rcnt sort of treatment from a policy of devaluation 
on the basis of a rate actually attained. Mr. Jack rightly adopts 
“ restoration ” in the title of his book. 

However dramatic the fluctuations and collapse of mark, 
rouble and crown may have been, the llentenniark provides 
])crhaps the most interesting chapter in recent monetary history. 
Attempts to issue a second inconvertible paper currency after the 
collapse of the original currency have generally resulted in failure ; 
and it is remarkable that the stability of the Rentcnmark survived 
until the introduction of the Hawes jJan. 

Mr. Jack discusses finally the Genoa resolutions and the 
prospects of the future. Here he understates the case for 
economy in the use of gold, when he refers to recent tendencies 
in the direction of a diminishing ” gold output. The case 
depends, of course, not on any hypothesis about diminishing gold 
outf)ut, but on the question whether an increase in the rate of 
I)roduction adequate to the world’s requirements can be expected. 

The book suffers unfortunately from some misprints and some 
m i nor i n a cciu aci es . 

E. L. Hargreaves 

07'icl Collajc, 

Oxford. 


Money and Planetary Policy in Early Times. By A. R. Burns. 

Mr. Burns’s subject is the monetary history “ of the first 
thousand years of coining,” that is to say, the period from 
Croesus to Constantine. There is a great wealth of material, but 
not in a form ready for use by the monetary theorist or economist. 
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There is a dearth alike of statistics, of contemporary discussion 
and of the texts of regulations and laws on monetary subjects. 
In every direction the investigator has to fall back on conjecture, 
and the subject has tended to fall into the hands of archgeologists 
and historians who are experts in the sifting of historical evidence, 
but not in the application of monetary theory to their conjectures. 

Mr. Bunis’s task is to interpret the facts in the light of 
monetary science as developed in recent years. The book he has 
produced is both importjint and interesting. 

He has had to cope with a peculiarly baffling problem ill 
the arrangement of a great quantity of data of which the inter- 
pretation is almost always open to doubt. He has elected to 
group his material mainly under headings related to monetary 
theory, such as fineness of coins, units of weight, standards, 
subdivisions of coins, token coinage, the prerogative of issue, 
monetary policy. A certain amount of repetition might perhaps 
have been avoided by a purely chronological arrangement : one 
of the many interesting aspects of the subject is the essential 
iinity it reveals in the economic system of the ancient world 
(exclusive of China), and a chronological arrangement need not, 
therefore, have cut inconveniently across geographical boundaries. 

Coins have for a long time ranked high among the surviving 
evidences of ancient civilisations. In the hands of an economist 
skilled in monetary theory they become all the more informative. 

Occasionally Mr. Burns projects modern ideas a little too 
freely into the past. It is not very convincing to say that 
“ Elagabalus discovered that a rapid inllation, although it 
yielded a profit because prices did not rise as quickly as the 
supply of coins was increased, had the disadvantage that it 
reacted against the State whenever it was a creditor.” Did 
some forgotten ancestor of Professor Irving Fisher sit at the 
elbow' of Elagabalus ? 

Nevertheless Mr. Burns is obviously right to insist on the 
applicability of the monetary doctrines of the tw'entieth century 
to all times. His book shows again and again how ignorance of 
monetary theory has introduced unnecessary obscurity into the 
views of historians and antiquarians. The need to criticise their 
blunders and to expound their rather sketchy arithmetic is a 
serious complication in any treatment of the subject. 

An attractive and valuable feature of the book is the collection 
of plates reproducing photographs of typical coins. 

R. G. Hawtrey 
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The National Dividend. By Jas. T. Sutcliffe. Melbourne 

University Press, Economic Series, No. 1. (Melbourne. 

1926. 8vo. Pp. X + 70. 35. M. net.) 

This brochure, giving an account of an inquiry by its author 
into the amount of the National Dividend of Australia and the 
manner of its distribution, is issued in this country by Messrs. 
Macmillan & Co. The inquiry, it is explained in a foreword, was 
awarded a scholarship, one condition of which is the publication 
of the thesis submitted. Professor Bowicy has written a letter, 
reproduced as a preface, expressing some general opinions about 
the thesis. Ho included in his letter some warnings regarding 
the manner in which the work was planned and executed, which 
the author has treated as not requiring from him serious recon- 
sideration of his results. In accompanying those warnings by a 
statement that “ it is evident that Mr. Sutcliffe has possessed 
critical knowledge of his material, and has correctly used the 
methods that have been satisfactory in other countries,” Dr. 
Bowley has, perhaps, iiermitted courtesy to override his natural 
criticism. 

Mr. Sutcliffe, finding a table in the Production Bulletin 
(from which he quotes later corrc'cted figures, though giving a 
reference to the first of the issues in which 1920-21 was covennl), 
the title of which is “ Estimated Value of Australian Production,” 
has assumed that the aggregates of the table are to be iriterpretcsl 
as connoting an equal value of work of production. The tabk^ 
shows th(^ total values of crops, of pastoral, dairy, forestry and 
fishery and of mining products, with the “ value added in manu- 
facture ” for industrial output. A closer acquaintance with his 
material and with other writings on the subject would have slunvn 
the author that the addition of the value of hay and green forage 
to the value of meat, wool or dairy produce in the production of 
which these feeding stuffs w^cre used is a procedure certain to 
yield misleading results. The application, too, of the general 
allow^ancc of 10 per cent, for renewals and replacements so as to 
cover grain used for seed seems a doubtfully reliable course in 
dealing with a country who.se best wheat crop for a dozen years 
past averaged only sixteen bushels to the acre, and where wheat 
has provided 30, 40, 50 or more per cent, of the aggregate of crop 
values in different recent years. With the assumption that the 
average net output of workers in small establishments not covered 
by the Census of Manufacturing Production may be assumed as 
equal to that of the workers in the factories covered by the 
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Census, with all the equipment of appliances and mechanical 
power which should add to the efficiency with which the work is 
carried out, it is difficult to agree, and it is equally difficult to 
accept, on the general ground of numbers engaged, the estimate 
of an all-round cost of 20 per cent, of the total estimated in- 
duction for distribution services. In difTerent years the propor- 
tion of the production in res])ect of whicli the charges for dis- 
tribution do not arise or are relatively small may well vary 
greatly, and some inquiry regarding the amount subject to those 
charges seems desirable if not impei*ative. 

The alternative method of arriving at the total National 
Dividend by adding up incomes, which is claimed as yielding the 
same total as is calculated from the faulty use of the ])roduction 
(lata, must necessarily be examined to see if any equally serious 
defect is revealed in the procedure (3n this side. We note that 
the process used for calculating the total assigned as wages and 
salaries gives as the proportion of this total to the calculated 
National Dividend, 57-2 per cent, in 1020-21 and CO-G per cent, 
in the following year. Such a violent change appears to need 
explanation if it does not constitute a challenge to the correctness 
of the procedure of calculation. Perhaps not a little of the 
responsibility may be traced to the fact that the Census year 
selected as the base year for Ihe series of calculations happened 
to be the year 1920-21. 

The lengthy examination of wage rates and numbers of wage- 
earners for whom those rates may serve as a basis of calculation 
of income leads to the adoption, as a gtmeral average for the adult 
wage-earner not subject to income tax, of a figure identical, to 
the next unit, with the average of wages and salaries paid to all 
persons covered by the Census of factory ])roduction, from which 
an arbitrary deduction of approximately 10 per cent, is then made 
in consideration of the intluence of tax-paying employees of the 
factories on the general average remuneration. In determining 
the amount of this deduction there is clearly room for a con- 
siderable approximation of the result of the income calculation 
to the lower total suggested above as necessary for the estimate 
based on production data, especially as the Group affected includes 
practically half the recipients of income, and IlG per cent, of tlu^ 
calculated income is assigned by the author to these breadwinners. 

While it appears necessary to make the foregoing commentary 
on the methods and conclusions reached by Mr. Sutcliffe, and 
while the difference between the amount per head of the National 
Dividend in Australia as calculated by him (£G0 per annum) 
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and as shown in the most recent calculation of Sir George Knibbs 
(£54 per annum) does not appear to be substantiated, his brochure 
assembles the main data which must bo reviewed in any assess- 
ment of the magnitude of the National Dividend, and may thus 
assist readers in this country to form an opinion regarding the 
relation of this aggregate in Australia to the corresponding 
aggregate in this country. As an authoritative determination of 
the object of study, however, it leaves a good deal to be desired, 
and cannot be hold to have forged a new link in the chain of 
records by whicli the fluctuations in national production may be 
traced. 

A. W. F. 

Tcchnischer Forhscliriit und Uhcrprodnldmn. By Dr. L. V. Birck. 

(Jena : Gustav Fischer. 1927. Bp. 20.) 

This pamphlet attacks the old question, “ Is general over- 
production possible ? ” from a new point of view'. Our existing 
economic institutions produce on the one hand a mass of goods 
that cannot find x>orchasers, and on the other a j)ermanent 
residue of w'ork -people who cannot find employment. The 
capitalist w'ould seek a remedy in lower wages, while the socialist 
attributes the evil to a sux^erlluity of eax)ital. Dr. Birck agrees 
with neither. He reviews successively the doctrines of the 
classical economists, of Marx, Frantz Pio and J. A. Hobson. 
The first-named clung to the erroneous belief that modern society 
was nothing but an enlarged edition of the simxJo natural state, 
and that over-production being obviously impossible in the latbu*, 
could not take place in the former. The Socialists had the merit 
of detecting the flaw in this argument. Marx, on the other 
hand, confused the issue by his doctrine of the necessarily 
diminishing wages of labour. Pio and Hobson alike lay stress on 
the fact that increasing production, unaccompanied by increasing 
purchasing pow^r in the hands of the i)coj)le, leads to a general 
glut. This increasing production Hobson attributes to the fatally 
“ easy ” saving of the l ich, wdiich he would discourage by raising 
W'ages and equalising incomes by means of taxation. 

The fallacy of the Socialists, Dr. Birck jjoints out, lies in their 
failure to distinguish between the effects of (a) accumulation of 
capital, and (6) improvements in technique : two totally different 
factors. An increase of capital devoted to industry is bound to 
result in a rise of the rate of wages and a fall in the rate of interest. 
On the other hand, improvements in machinery and processes 
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which are not accompanied by a corresponding increase in capital 
will cause unemployment and a lack of effective demand for the 
goods placed on the market. Poverty is due to the discrepancy 
between available capital and existing technique. Consequently 
the diminution of saving so passionately urged by Hobson would 
aggravate instead of remedying ilie disease. What society 
requires to-day is not less, but more, capital, to keep pace with 
technical progress. 

If we cannot accumulate capital fast enough — and there seems 
little chance of this in post-war Europe — Dr. Birck suggests that 
the situation can bo saved by introducing multiple shifts, thus 
extending production and diminishing costs, while increasing the 
numbers employed and therefore tlie purchasing power of the 
workers. Even so he thinks we shall not succeed in employing 
productively all the available population. It is a peculiarity of 
capitalist development that the proportion of the j)opulation so 
employed tends progressively to diminish. Two-thirds of our 
number can probably produce enough to meet our total require- 
ments. With a flash of unexpected irony Dr. Birck remarks that 
the remainder need not perish, since they can bo employed as 
servants, dancers, possibly as poets and artists. This, however, 
a[)pears to bo a side issue. The main argument is that the con- 
dition of glut from which we so frequently suffer is duo to a 
temporary maladjustment, to a failure of capital to keep pace 
with technical progress, and can be most easily rectified by the 
introduction of additional working shifts. This solution is not 
likely to appeal to the school of reformers who see in over- 
production a ralndio ad ahHimhim of our existing economic 
organisation. 

H. Reynard 


Wages and iJie Slaic. By E. M. Burns. (London : P. S. King & 
Son. 1920. Pp. ix; + 44,3. Demy Svo. 10s*. net.) 

Mrs. Burns in her sub-title describes her book as a com- 
jiarative study of the problems of State wage regulation. This, 
as the publishers rightly maintain, is becoming an increasingly 
important feature of industrial organisation, and the proper 
adjustment of wages generally constitutes a vital aspect of 
industrial relations. At the same time it is do\d)tful if the 
general principles of the subject, or the implications which arise 
from them, have in all cases been fully worked out or submitted 
to the test of detailed study and analysis of facts. This, indeed. 
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is well brought out by Mrs. Burns herself, in her examination of 
the throe chief principles of wage regulation : the Living Wage 
based on what is sufficient for a decent livelihood ; the Fair Wage, 
calculated, in Marshall’s words, to be “ about on a level with the 
payments made in other trades of equal difficulty and disagree- 
ableness ” ; and what the trade can bear. For she shows that 
the mere statement of each princij)lc brings to light a number of 
problems, and that too often the supporters of a principle fail to 
realise these problems, and still more to suggest adc^quatc solutions 
for them. Consequently her detailed examination of the whole 
matter of State regiihition of wages is a piece of work which much 
required to be done ; and its thoroughness makes it a real contri- 
bution to the theory both of State regulation and of the wage 
problem generally. 

The admirable system of arrangement will enable the reader 
to utilise the book cither for practical or theoretical i)urposes. 
Its three parts deal with the three chief aspects of the subject : 
what the regulations are (Laws of Wage Regulation), which 
includes a discussion of the law and practice of dilferent countries, 
their practical application (Problems of Technique), and their 
underlying principles (Problems of Principle), yuch an arrange- 
ment appears to have been modelled — and a better model for the 
purpose could scarcely have been chosen — upon Indudrial 
DeMOcracy , with its tripartite division into Trade Union Structure, 
Function and I’lieory. This has the great advantage of keeping 
distinct the main sides of the jiroblem, and so enabling anyone of 
them to be studied se])arately. In less skilled hands than those 
of Mrs. Burns, indeed, such an arrangement might have involved 
excessive repetition ; hut this she has been successful in avoiding. 
The reader is farther assisted by short summaries of conclusions, 
which terminate such of the chapters as appear to require them. 

The objects of wage regulation, as the book points out, have 
been, first, to provide a remedy both for sweating, properly so 
called, and for low wages generally, and, secondly, to deal with 
industrial unrest. These distinctions may be seen in the difference 
between the British Trade Board Acts of 1900 and 1918, the first 
being limited to pronouncedly sweated conditions and the second 
having a far wider scope. The presence of these different objects 
and the close connection between them is brought out by tlic 
study (Chapter II) of the legal machinery of w\agc fixing, the Fixed 
Minimum Wage, the Board )System, Arbitration and so on, and 
in the thorough and interesting examination (Chapters XII and 
XVT) of the principles of wage fixation. 
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The conclusion reached is that no one of the three principles 
already referred to is complete or adequate in itself ; for “ there 
are definite limits to the use of each.” Indeed the real solution 
may rest in a balance of all three. This seems to bo the case with 
the Australian distinction between the basic and secondary wage. 
The former is determined by the Living Wage princiyde and the 
latter “ would be alTccted by considerations of what the trade 
could bear and the Fair Wage principle.” The “ living wage,” 
Mrs. Burns points out, has a special bearing on productivity. 

“ Where low productivity is the result of a low wage, the con- 
ception of the living wage provides a useful basis.” Possibly 
she does not allow sufficiently for what can be done to improve 
wages by the application of the Fair Wage principle, and insists 
overmuch on its tendency to standardise existing practice. For 
it can be, and is, used, as in the British Fair Wage (>lause, to make 
general not tlui average standards of a trade, but the Trade Union 
minimum or the standards of good employers ; and this may well 
lead to an increased productivity and t'ventually further increase 
in wages. The same is true of what the trade can bear, whim 
rightly applied to what the good employer can pay. For, as with 
the English I'rade Boards, this not only involves a direct increase 
in wages, but, by removing the unfair competition of sweated 
labour, may immediately increase capacity to ])ay, and by 
improving efficiency and productivity may ultimately increase it 
still more. The living wage principle is specijilly valuable, as 
wdtli the Australian basic wage, to protect against unduly low 
w’ages, and to keep in view ideals of a reasonable and decent 
standard for all, such as Mr. Bowmtrce's ” human needs minimum.” 
The other principles arc valuable in helping to secure for the 
workers the best that existing conditions allow and in obtaining 
for them a fair share in any increased |)roductivity. 

A valuable feature of the book, the more so that the need of 
right distribution is kept clearly in view, is the insistence that 
” the general level of production play?^ the biggest part in determin- 
ing the general level of wages.” ddiis is well worked out and 
applied both to general waiges and to wages in particidar trades. 
Moreover, whilst clearly sympathetic to the labour point of view , 
the author rightly insists on the need of enforcing aw ards, not only 
against recalcitrant employers, but against Trade Union elTorts 
to force wages above the legally fi.xod limits and against other 
breaches of law or agreement. The chaj)ter on Inspection and 
Enforcement is thus specially suggestive, and the emphasis 
on the difficulty and necessity of proper detailed enforcement 
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affords an interesting parallel with the history of Factory 
Legislation. 

It is not the least of the book’s merits that it realises and 
emphasises the real difficulties of the subject, insisting that 
progress and improvement will come from no quick and easy 
solution, but from hard and patient application. To this, the 
author has added a real grasp of her subject, a thorough knowledge 
of the facts, and a clear and reasoned presentment of them. There 
is a suggestive discussion of principle in the third part, and an 
admirable summing u}) in the two concluding chapters. The work 
thus makes a real contribution both to the study of the wage 
problem and to economic thouglit. 

N. 13. Learle 


l)er moderne Kajnfalismu^i. Dritfer Band. Das Wirtschaftshiben 
ini Zeilalter des Ilochkapitalisnins, In 2 Parts. By W^erner 
SoMBART. (Miinchen and Leipzig : Verlag von Duncker 
und Hiimblot. P)27. Pp. xxii j- lOGl.) 

WiTJi these two stately volumes 8om);art concludes the 
revised edition of his masterpiece on Modern Ciipitalism. The 
work was first issued in 1902 and at once created a stir. Here 
was a new conception of capitalist theory; here were new terms, 
new methods, and above all a provocative style. For fourt('en 
years economists and historians in Germany carried on lengthy 
discussions as to the validity of Sombart’s liistory or as to the 
orthodoxy of his theory. So widely read was tlie book that in 
due course a new edition became necessary. The first volume 
of the revised edition ap])oarcd in 1910, and the second (in two 
parts) in 1917. The third volume (likewise in two parts) bears 
the imprint 1927. 

In the first volume the author considers the economic organ- 
isation of society in what he terms the “ j^re-capitalist ” period — 
roughly, the Middle Ages up to the fifteenth century, the period in 
which the basis of modern capitalism was developed (and par- 
ticularly the growth of wealth). In the second volume he draws 
a careful picture of economic life in the “ early capitalist ” period, 
that is to say, the sixteenth and seventeenth centuries. Now 
comes the third volume, in which “ full-blown ” capitalism is 
described both in its theory and practice. In Sombart’s opinion 
the epoch of complete capitalism came to an end suddenly in 
1914; what followed is something new, something which is as 
yet embryonic and cannot be defined. 
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Even if this thesis does not receive universal acceptance, 
readers of Sombart’s last chapter will agree with him that it is a 
mistake to imagine that in the future any one economic system 
will prevail ; that, on the contrary, there is great likelihood that 
capitalism will bo found side by side with co-operation, social 
ownership of the means of production, craftsmanship and old- 
fashioned farming; that the existing economic organisation of 
society (the author writes with an eye on Soviet Russia) will not 
bo overthrown by a forcible revolution ; and that it is childish 
to believe that there is a likelihood of a develoi)ment backwards 
to the “pre-capitalist” condition of affairs. The elaboration of 
these views makes interesting reading, and no one should miss 
this last chapter. Like the rest of the voluinos it is thought- 
provoking; throughout it may be said k aiyle ced Vhomme. 
Despite the years Sombart has not changed. He ])ut these 
theories before us a quarter of a century ago when we attended 
his lectures at Breslau ; he has elaborated tluuu in his book on 
the Bourgeois (called “ The Quintessence of Ca[)italism ” in its 
English dress), and in his studies of the dews and Capitalism, War 
and Cajjitalism, and Luxury and Capitalism. The only notice- 
able ditference in the third volume is that the author gives the 
iiiiijressiori of greater calm and greater deliberation than in those 
days ; the energy is under control, but the result loses nothing 
in attractiveness. 

The method of presenting the subject, step by step, is that 
which all readers of Sombart will by this time know. The author 
sets forth his presentation of any point, following up his owui 
remarks by ample quotations from recognised authorities which 
have a w'ay of taking root in the memory ; as, for example (to 
illustrate by one or two instances in English), ^lill’s comment on 
capital : “ the distinction between ca])ital and not capital does 
not lie in the kind of commodity, but in the mind of the owner ” ; 
or Andrew lire's warning that the factory hand must give up his 
individual liberty : “ he must necessarily renounce his old pre- 
rogative of stopping when he pleases, because he would thereby 
throw the whole estaV)lishment into disorder ” ; or Ford’s reason 
for being so many-sided : “ when we cannot depend on promjit 
deliveries ... we are forced to go into them ourselves.” 

Sombart is at j)ains to make clear his attitude to Marx. 
He confesses that his conception of Capitalism derives from 
Marx ; the difference between them, however, is that ]\[arx wrote 
of Capitalism when it was just about to emerge into “ complete ” 
capitalism, Sombart when “ com2)leto ” capitalism was unrolled 
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before him. Marx, as he says (delightfully and unabashed), 
wrote the first word about Cai)italism, ho, Sombart, in the work 
before us, has written the last word. “ Then it was morning and 
the skylark sang ; now it is evening and Minerva’s owl is about 
to sally forth.” 

A bare outline of Sombart’s scheme will hardly suffice to 
convey the thoroughness of his treatment. He begins with the 
Foiiiidations on which the Economic System rests — human 
energy, the State (Imperialism) and technical progress. A good 
cha})ter liere is tliat on the psychology of the modern capitalist 
undertaker. Next he considers tlic structure — capital in its 
various forms, labour and all that affects it, and demand. In 
tliis section the chapter on Towns is to bo commended. Lastly, 
he surveys economic processes — markets, supply and demand, 
rationalisation (the Open Sesame of so many problems of industry) 
— and industrial production. No student should miss the chapter 
in this section on C^^mpetition. But the work as a whole will 
repay close study. It gives the reasoiied views of an economist 
who is at the same time an original thiidvcr and a gifted artist. 
For the English student it may be said that Sombart’s work will 
not replace Marshall or Nicholson, but it will undoubtedly su})ple- 
ment and illumine what these great teachers have to give. It is 
pretty safe to prophesy that 8ombai*t’s five magnificent volumes 
will long reniai?! a source of delight and information for economic 
students by reason of their bibliography, their wonderful power 
to stimulate thought, and their reflection as in a large-size mirror 
of the modern Caihtalist System in all its aspects. 

M. Ei>.stein 

The Economic Theonj of the Leisure Class. By N. BuKirARiN. 

(London : Martin Lawrence. 1927. Bp. 220.) 

This is not, as might be suppo.sed, a book analysing the 
economic conditions wdiich give rise to the existence of a leisure 
class. It is an attack upon a particular scliool of economic 
theory whose tenets tlic author regards as coloured by class 
sympathy with the w’dl-to-do, and especially with that “ product 
of the decline of the bourgeoisie,” the rentier. For this purpose 
Professor BOhm-Bawerk is selected as the spokesman of the 
decadent bourgeoisie, and it is he who, almost unsupported, 
bears the brunt of M. Bukharin’s onslaught. The book consists, 
in fact, of extracts from Professor Bohm-Bawerk’s works illustrat- 
ing his theory of value and his theory of interest, each followed by 
a detailed criticism by M. Bukharin. 
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The author is true, in this monograph, to the Marxian tradition 
of obscurity, of detestable style and of tedious numerical examples. 
The following is a good specimen of the style of the book. “ Every 
historically determined form of production relations presents an 
adequate form of distribution reproducing the given production 
relations.” Perhaps it does ; but not many readers will be much 
the wiser. 

A somewhat exhausting study of M. Bukliarin’s dialectics 
suggests that the essence of his criticism lies in three propositions. 
First, the Austrian school, and with it the bourgeoisie generally, 
predicates laws as having universal validity when in fact they 
are applicable only to a particular historical society, namely, that 
which may bo called capitalism. Second , the school in attempting 
to explain value primarily from the standpoint of utility argues 
in a circle. Third, Bohm-Bawerk is hopelessly muddled about 
interest. 

In his detailed criticisms M. Bukharin appears in nearly every 
instance to become involved in the logical fallacies of the strict 
Marxian theory of value. These need hardly be repeated here. 
He is most nearly successful in some of his criticism of the Austrian 
theory of interest, where he makes out a good case for disposing 
of the view that there is always a ‘‘ technical superiority ** in 
roundabout methods of production. But even here his success- 
ful hits appear to bo more a matter of luck than of valid reasoning, 
for his attitude to the theory of interest generally will hardly 
pass muster. Certainly many socialists will be alarmed to read 
that “ It will be a matter of indiircrence to a socialist society 
whether labour is a})} died to the direct production of articles of 
consumption or to some moni rmnote purpose, since labour in 
such a society is performed according to an economic plan drawn 
up in advance. ...” 

It remains to add that even though M. Bukharin may be 
wrong it is worth while looking for some of the causes of his 
wrongness. It is possible for a theory to be logically correct and 
yet seriously misleading ; and the origin of many illogical objec- 
tions to valid reasoning is to be found in some fault of emphasis 
or presentation in the latter. Thus it is true that the classical 
theory of distribution is, correctly stated, of universal validity, 
and not a mere product of a bourgeois society in a state of class 
war. But it may fairly be argued that this theory is not equally 
significant in all conditions of society, and that it would be better 
to make this clear at the outset. A theoretical analysis of the 
elements of rent, interest, profits, and wages in Crusoe’s income 
No. 150. — VOL. xxxviii. X 
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could indeed be made; but there would not be much point in 
making it. A theory of distribution which divides income into 
these categories is, after all, only of interest when the categories 
do ordinarily go into different pockets ; that is, in the particular 
economic society in which we are living, or, as perhaps we should 
say, have lately lived 

Similarly with the criticism of the theory of value. M. 
Bukharin’s point here is that the housewife, having considered 
the utility to her of the first, second, third and fourth apples 
respectively, goes into the market to a])ply her decisions and 
finds the price of apples fixed. He concludes that in arriving 
at her demand schedule she has to take into account the very 
factor that her reasoning was supposed to determine, namely, 
the price of apples. Anybody who has considered the subject 
knows that the explanation lies in the difference between the 
influence on prices of one and of a multitude of housewives. 
But teaching experience leads one to conclude that the point is a 
stumbling-block to many who have no Marxian bias. We might 
with advantage take more pains to clear up the connection 
between the individual who values the first apple at 6d., the next 
at id. and so on, and whose calculations are supposed to determine 
the market price of apples, and the same individual when he goes 
into the market to buy apples and finds that the market price 
works out at, say, 2d. each, and that he can take it or leave it 
at that. 

Barbara Wootton 

University of London. 


T'he Green Itisimj. By W. B. Btzzell. (New York : The 
Macmillan Company. 11)2G. Pp. x -f- ^bl). Price S,s. 0(/. 
net.) 

Dr. Bizzell, who is President of the University of Oklahoma, 
has written a book the nature of which is rather disguised by the 
title he has chosen. Ho admits that he has borrowed it from 
Mr. G. K. Chesterton. In the setting from which it was taken 
the Green Rising is applied to the revolution by wdiich the 
peasants of Eastern Europe have secured the land since the war, 
and therefore it is contrasted with the Red Rising of Russian 
industrialists. The book, however, touches on this movement in 
the most perfunctory way. Some sixty pages are devoted to 
“ an historical survey of agrarianism,” which ranges from the 
times of the Old Testament prophets to the land policy of Presi- 
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dent Calles of Mexico. All this might well have been omitted. 
The author has nothing new to say ; and the fact that he quotes 
David Hume and John Richard Green in his account of the 
Peasants’ Revolt of 1381 suggests that he hardly knows where to 
go for his material. It is a i)ity that he conceived the idea that 
there is “ a thread of continuity running throughout agrarian 
history.” It is, in fact, a tangled skein which Dr. Bizzell docs 
very little to unravel. He docs not distinguish clearly enough 
between the agrarian unrest which may arise from the burden of 
indebtedness, from the conditions of tenure, and from the real 
or supposed exploitation of the farmers by transport and industrial 
interests. There is also a tendency in his treatment of the subject 
to assume that all revolutions arise from agrarian grievances. 
And while the general history is too vague and episodic to provide 
any real interpretation, such details as are given are often 
inaccurate. The English reader wall be surprised to learn that 
“ six Dorsetshire agricultural labourers attempted to form a 
union . . . were severely condemned and nothing came of their 
efforts ” (p. 46), and unless they remember that Joseph Arch 
was a local preacher they will wonder why he is described as “ a 
rural minister.” The valuable part of the book is the last eight 
chapters on the history of agrarian movements in the United 
States ; this does not need the historical introduction wliieh the 
author attempts to provide. So the reader may be recommended 
to begin at p. 90. He wdll find in the subsequent chapters much 
information not easily accessible elsewhere. Dr. Bizzell shows 
that farmers have been largely responsible for “ third party ” 
movements in America. The circumstances in which the Granger 
movement, the Earmers’ Alliance, the Po])ulist Party and the 
Non-Partisan League S 2 )rang up are discusseil and the causes of 
their comparative failure arc indicated. It is insisted, liowever, 
that, while these protests have not brought a new party into 
permanent being, they have forced the traditional parties to 
modify their programmes. Since so much attention is usually 
paid to industrial development, it is useful to have some account 
of the farmers’ attitude towards transport questions, problems of 
currency and banking, tariff policy and the trust movement clearly 
presented. The American farmer is now faced with the diffi- 
culties of excess productive capacity, with the consequent danger 
of getting low prices for his crops and stock. He realises that 
the tariff, while it may favour special farming interests, such as 
wool, sugar and vegetable oils, does nothing for the great staple 

crops, such as cereals and cotton, which necessarily depend on 

X2 
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export. The present policy merely makes the manufactures 
which the farmer has to buy dear, and restricts the demand for 
agricultural products abroad. Tho limitations on immigration 
also deprive liiin of clicap labour. He considers that the railways, 
the banks, the manufacturers and the workmen get legislation in 
their interest when tlioy require it ; so he is beginning to demand 
legislation which will provide him opportunities equal to those 
enjoyed by other classes. T)r. Bizzell has some hope for the 
extension of co-operative selling and apparently would welcome 
legislative assistance ; but if these courses fail ho does not antici- 
pate that the “ Green Rising ” w ill become a serious menace to 
society. He seems to agree with the WTiter, whom he quotes from 
The New Rep:ibUc, that in politics the farmer retains “ a mar- 
vellous appetite for stones in lieu of bread.” 

J. F. Rees 


Die Pwbleme der internnlionalen Sozialpolitik, By Pkofessoii 
Dr. Karl PRibram. (Leipzig. 1927. Pp. 190.) 

Neiies Werden in der memchlichen Wirtschaft. By Proekssor 
Julius Hirsch. (Jena. 1927. Pp. 41.) 

“ What can international action do for social reform ? ” is 
the question that Dr. Pribram sets himself to answer. With 
characteristic German thoroughness ho finds it necessary to 
explain in detail what social reform means, what national efforts 
can achieve, and how international endeavour has, at different 
stages, mot with tho oppo.sition of nationalism, of individualistic 
liberalism and of revolutionary socialism. It was tho Treaty of 
Versailles which gave to international “ Sozialpolitik ” — it is 
unfortunate that there should bo no exact English equivalent — 
a now impulse. Article 13 laid down that universal peace must 
rest on social justice, and Article 427 that “ labour ” is not to be 
regarded as a commodity. Accordingly, Dr. Pribram’s third 
chapter deals with the International Labour Conference and the 
International Labour Office, with which latter ho is intimately 
acquainted. The value of the Conference must not, in his 
opinion, bo measured by the number and the content of the 
Resolutions adopted, or even by the Ratifications they may 
subsequently secure. For apart from achievements of this kind, 
tho proceedings of the Conference have shed light on a host of 
problems, and the researches of tho Labour Office have collected 
a mass of information of inestimable value. 

Tho first desideratum is an international minimum standard 
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of wages and conditions of labour, for unless and until such a 
standard can be fixed, it will remain open to the employers of 
every country to urge that any concessions made by themselves 
must necessarily handicap them in the markets of the world. 
On questions such as the regulation of the labour of women, 
young persons and children, the prevention of accidents and 
industrial disease, the general hygiene of factory and workshop, 
social insurance against sickness or unemployment, etc., etc., 
there are difiercnces of opinion but no insurmountable obstacles 
to agreement. But on the question of a minimum wage or a 
maximum working day the dilTerent conditions obtaining in 
various countries make agreement practically unattainable. It 
is claimed in the one camp that each country has its optimum 
productivity, which legislation imposed fro?n the outside might 
ruthlessly disturb. And in the other, it is contended that the 
shortening of the working day is everywhere bound to load to 
improved processes and organisation, and hence to progress. 
The important part played by the Trade Unions in the deter- 
mination of wages and conditions points to the necessity of some 
international regulation of their activities. Here T)r. Pribram 
is held up by the obvious difficulty of fitting them into the legal 
framework of any constitution. Works (\mneils, though they 
may play an important part in the industry of the future, and 
may eventually prove a powerful instrument for industrial peace, 
are even less ripe for international regulation. The protection of 
the worker wdio seeks his livelihood in a foreign country presents 
a problem which obviously falls within the scope of international 
action : so far there has been no systematic regulation on the 
subject, but considerable success has been achieved by mutual 
agreements between the States concerned. 

After an exhaustive survey of the ground, the author finally 
asks : “ What are the prospects for the future ? ” In the battle 
for the minimum standard the problem is how to convert the 
backward States to the acceptance of the standards already in 
force in the more progressive. Hero the internationalists arc 
faced with a cniel dilemma. If they aim at a high standard, they 
will gain few adherents; if they desire universal agreement, they 
must keep their requirements modest. But there is a worse 
difficulty. In the last resort the worker’s remuneration must 
depend on the resources and productivity of his own country, and 
his real wage is therefore not suseejitihle of international regula- 
tion. On the oth(T hand, much can be done by international 
agreements and understandings on various vital questions. 
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Banking, e.g., cries for international understanding, and the coal 
problem will never be solved except by international measures. 
^\^e shall achieve more by working at these and similar problems 
in detail than by spending our energies and resources on grandiose 
schemes of international regulation of wages and hours. The 
writer is too judicial to make large claims for his “ Sozialpolitik,” 
but ho is evidently hopeful. 

Dr. Hirsch’s little pamphlet deals with the general question of 
productivity and progress, and finds in the blessed word rational- 
isation a solution of all our problems, and an effective means of 
laying an ancient ghost. Modern tendencies, ho maintains, have 
not only disproved the theories of Malthus, but are going far to 
establish the contrary. Population does not increase in geo- 
metrical ratio, for the birth-rate steadily declines, while the area 
required to feed a human being rapidly diminishes. The out- 
standing progress of the last ten decades is trilling in comparison 
wM'th what we may still cx2)cct of the future. Scientific research, 
allied with mechanical invention, has made short work of the 
Law of Dirninisbing Returns, and Increasing Returns prevail in 
agriculture as in industry. (Germany, for instance, has lost 
18 per cent, of her coriiland and only 7 per cent, of her population. 
Yet she imports less food than before the war, and may even- 
tually begin to export it. The fact is that her chemists have 
carved a “ corn province ” out of the air. The bogey of 
the exliausted coalfields recedes ever farther into the distance. 
America w'as threatened with the exhaustion of her oil supplies 
in four years : now she may hope for .several hundred years’ grace. 
Only 5 per cent, of our water power has been exploited, and with 
the winds we have not even made a beginning. As soon as one 
material fails we substitute another, at first less efficient, then as 
good, and finally better than its predecessor. Natural forces arc 
pressed more and more into man’s service, and his productive 
powers increase i)y leaps and bounds. 

The difference in the productivity of labour in different 
countries points a moral which anyone may read. A German 
work-hour is equal to two Russian hours, but an American hour 
is worth four German hours. There seems little to be ashamed of, 
however, in the German industrial organisation, of which the 
writer draws a glowing picture. Invention, until lately a matter 
of luck and genius, has become a normal incident of business. 
Nervous energy triumphs over muscular force, a fact which, 
combined with the progressive decline of the birth-rate, is respon- 
sible for the entry of women into the labour market, and a con- 
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sequent rise of 33 per cent, in total productive capacity. Real 
wages have risen and are still rising, and the intensity of the class 
war diminishes. The “ rationaliser ” need only have the will 
to seek, and the intellectual capacity to find the optimum point 
for every product and every market. But he must be an idealist 
too. Dr. Hirsch almost carries away his reader on a rising tide 
of enthusiasm. But we note that though ho mentions the shores 
of the Baltic, he does not, like Malthus, take us to “ the confines 
of China.” There is no word of backward races, or of the teeming 
millions of the East. And only once does Dr. Hirsch allow 
himself to suggest that there may be limits. Nevertheless, the 
pamphlet, with its optimism well supported by fact and argu- 
ment, makes attractive reading. 

H. Reynard 

Aclieve IlandelspoliUek : Feiten en U itkomfiten . By J. E. 

Vleeschhouwer. (The Hague : Martiniis Nijhoff. 1927. 

Pp. xi -[- 251.) 

Holland is at the present moment enjoying an orgy of 
argument on the old question of Free Trade and Protection ; or, 
to bo more precise, they are discussing an “ Active Trade Policy,” 
since in these days Protection, for reasons which are not wholly 
obvious, apparently prefers to masquerade under an alias. On 
the Free Trade side the controversy has 2 :>roduced in Mr. Vlcesch- 
houw^er’s work a book which rises markedly above the level which 
is customary where economic argument becomes po}nilar and 
acrimonious. Although this volume is published by the Dutch 
Free Trade Union, and the inquiry w'as indeed undertaken at their 
request, it is exj-jrcssly recorded that Mr. Vleeschhouwer, in 
embarking on his task, stipulated that he was not to bo bound to 
produce good propaganda for Free Trade. If Mr. Vleeschhouwer, 
however, had any doubts or re.servations before he set his hand 
to the plough, it is clear that none now remains. Tariff con- 
troversy, as ho points o\it, is a peculiarly jicriodic phenomenon, 
with as marked a jieriodicity as the trade cycle, and not indeed 
unconnected with that old familiar bone of contention. For 
whereas the out-and-out protectionist ailvocatos his remedies in 
season and out of season, it is only in a jieriod of depression that 
there is a general di.s 2 )osition to consider not unfavourably any 
scheme which will hold out a promise of salvation. It is doubt- 
less a just observation, but the lengthening chain, which stretches 
from sun-spots at the one end to active trade policies and safe- 
guarding at the other, is surely becoming disconcertingly long. 
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Tlie first part of Mr. Vlcoschhouwer’s book is devoted to 
“ facts ” ; the second to consequences. In the first part there is 
a survey, of very varying length, of the position in the seven 
countries to wliich appeal is most frequently made in the current 
controversy. Of the position in Great Britain not much is said, 
and that little largely relates to safeguarding, as commented on 
by Mr. Hirst. The two chapters of substantial importance are 
those devoted to Switzerland and the U.S.A. Switzerland is 
apparently the country which is held up by the active-trade 
politicians as tlic good example which Holland ought to follow ; 
but Mr. A'leeschhouwer very properly shows that Switzerland’s 
protectionism is not a recent development ; and with reference to 
condensed milk, cheese and chocolate he shows clTectivoly that 
Holland has little to regret. One point of interest on which he 
touches is the wholesale emigration of business from Switzerland. 
For the last ten years (quoting a Swiss authority) “ I’cmigration 
partielle de nos industries s(^ presen tait tou jours com me un 
mal ntWssaire qui devait tot on tard atteindre toutes les branches 
dVxportation ” (p. 2G). How far this exodus is a “ mal n6ces- 
saire ” may be doubted ; it may be merely part of the process of 
the internationalisation of all business, and the establishment of 
branches in other countries might conceivably in certain circum- 
stances bo a source of strength and not of weakness to Switzerland, 
being in effect the investment of capital abroad. Mr. Vleesch- 
houwor is also of interest in his discussion of the reasons wdiy it is 
almost imj)ossible for Switzerland (and any similarly situated 
country of relaf ively minor importance) to abandon a protectionist 
policy once it has been adopted. 

From the discussion of American conditions two points of 
some interest may brietly be indicated. ^Ir. Vdeeschhouwer 
argues against tlie commonly expounded view that the United 
States, l)y virtue of the magnitude of the area involved, should 
rather be regarded as a large self-contained Free; Trade area. 
It is, however, not nuTcly a question of the goods which pass 
over the frontier one way or the other ; it is also necessary 1 o 
consider other services and relationships. Indeed Protect ion, 
to be consistent, ought to prohibit the investment of capital 
abroad, and doubtless such an end is the logical outcome of 
Fichte’s “ geschlossne Handelsstaat.” The other suggestive 
point is that the infant industry argument, if consistently enforced, 
should be extended to provide protection against older brothers in 
the same country. But is this not in effect done when an infant 
is subsidised ? 
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Mr. Vlecschhouwer has accomplished a very careful and 
thoughtful piece of work with an admirable balance between 
theorising and fact. A special w’ord of commendation is due in 
respect of the footnotes, which in themselves furnish a well- 
filled (and highly entertaining) armoury for the belligerent Free 
Trader. Also it is gratifying to note the frequent evidence of the 
influence of Marshall and other English economists. 

At.exander Gray 

Marischal College, 

Aberdeen. 

Co-opcrnlion in India, lly Henry W. Wolff. Second Edition. 
(W. Thacker & Co. 1927. Pp. viii j- 2{)S. Price 13s. (k/.) 

Whatever the political future of Tiulia, there can be no 
doubt that the welfare and prosperity of the great mass of its 
inhabitants must depend upon the solution of certain great 
economic problems. Of these, that of agriculture is the most 
pressing. The Census for 1 921 returns the agricultural population 
as 72*98 of the whole, while further examination shows that 
280,000,000 out of a total popidation of 319,000,000 live in 
villages of 5000 and under. Not all these are strictly agricultural ; 
nevertheless it is true that the welfare of this vast population 
depends directly upon agriculture, while that of the remainder 
is indirectly determined by it. 

It needs no long or close study to know that this great industry 
is in an extremely backward condition and that the yield from 
the land is exceedingly small. Nor can there be any doubt that 
this yield could be greatly increased with more scientific cultivation 
and a greater expenditure of capital. But here lies the crux of 
the whole problem. Scientific cultivation means alert educated 
cultivators who are keen to try and develop new methods : 
while greater capital expenditure, whether in the form of better 
instruments and machines, or of fertilisers, is impossible where 
the mass of the people are hopelessly in debt. The Indian 
cultivator is neither alert nor educated, and in general shows an 
astonishing apathy and conservativeness to all change. Yet he 
is acknowledged to possess great skill and much patience, and is 
by no means devoid of intelligence. The seeming anomaly is, 
however, easily explained. New methods mean greater capital 
expenditure, and such capital must be borrowed at rates whicli 
are so onerous ns to make a profit impossible, while even increasi'd 
application of labour and the use of better seeds are of no avail, as 
any extra surplus resulting therefrom wall only go to the money- 
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lender and leave the cultivator not one pice the richer. The 
solution of this apparently insoluble problem has been found in 
the development of co-operative credit and dates from 1904, 
when the first Co-operative Act was passed. The progress of the 
movement since that date has been amazing and is continuing 
at an over accelerating rate. 

Mr. Wolff, who did much to promote the introduction of 
co-operation into India, has now published a second edition of his 
book. No one knows more than he about co-operation, and 
probably no one has a more complete understanding of the 
co-operative movement in India, so that ho has produced a book 
full of wisdom and constructive criticism. The whole movement, 
in its varied development, is subjected to a searching examination 
and is tested in the light of the acknowledged principles of 
co-operation. The great danger which now confronts the move- 
ment is a too rapid growth. The country is vast and the number 
of educated and intelligent men in the villages few, so that there 
is a serious dearth of qualified teachers to instruct and help the 
cultivators when first they form their societies. The officials 
who guide and control the wdiole movement cannot possibly cope 
with this rapid growth alone, and have therefore been compelled 
in many activities to substitute methods which tend to sacrifice 
co-operative principles and teaching to mere mechanical effi- 
ciency. This weaki^ess is very strongly criticised by the author, 
wffio insists that the most important unit in the whole organ- 
isation is the village society : that anything which weakens the 
sense of responsibility of those societies must in the long run 
destroy the true co-operative spirit. He realises that this spirit 
is still very feebly developed, but urges that this is the more 
reason for slow and sound growth. The control by the Central 
Banks he regards as a necessary evil, to be tolerated only so long 
as is absolutely necessary. The Guaranteeing Unions as at 
present developed are also adversely criticised. “ The policy 
based upon ‘ Guaranteeing Unions ’ is designed to avoid the 
trouble (of personal credits as contrasted with credits based upo?i 
security of a tangible nature) referred to, by substituting a col- 
lective guarantee.” He even doubts if the guaranteeing societies 
will be equal to their guarantees. A very reasonable doubt. 

Mortgage credit is discussed, with its difficulties and dangers. 
Mr. Wolff does not consider that this kind of work should be 
undertaken by the present societies, but advises that whatever 
system of mortgage credit may be devised, it should “ not (be) 
allowed to branch over into personal credit. ...” There are 
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also chapters on Non-Agricultural Credit and on Grain Banks. 
Enough has been said, however, to indicate the nature of the 
book and of the criticisms of the author, who on the whole is 
satisfied with the progress made. 

W. S. Thatcher 

De danske Landbrug freynstillet yara Grundlag af Forarhfjderne til 
Christian Vs Mairikel, 1688. By Henrik Pedersen. 
(Copenhagen. 1928.) 

This is a remarkable posthumous volume by a prominent 
Danish economist and statistician who made it his life’s work to 
study the history of agriculture, and whoso deep insight in this 
subject was appreciated by such authorities as the late Professor 
Ashley, who had consulted him on several points of Danish 
history. Unfortunately it is not accompanied by an abstract in 
English, French or German, which might make the results 
accessible outside of Scandinavia. 

Undoubtedly the public archives in many countries have on 
their shelves much valuable statistical material which can throw 
light on social and economic conditions in past centuries. The 
Scandinavian countries are not behind in their efforts to make 
these treasures accessible. This will bo the case with an interest- 
ing Norwegian census of 1662; Iceland had a census 1703, with 
nominal lists, which are going to l)o published, and Mr. Pedersen’s 
work gives a picture of Danish Agriculture in the latter part of 
the seventeenth century, a period in which the old village com- 
munity \vas still dominant. 

The Matrikel is a complete register of all farms, houses and 
mills in the rural districts, which was meant to serve as basis for 
taxation. All arable fields were carefully surveyed and classified, 
and a somewhat less detailed description of the other lands was 
worked out. This register was treated by the author, the result 
being some highly interesting statistical tables from which many 
important conclusions can be drawn. It was Mr. Pedersen’s 
intention that his work should contain an analysis of the tables, 
and various valuable papers on the subject show how rich a source 
of knowledge he had opened. Unfortunately death prevented 
him from writing this analysis. Ihit even as it is, any reader who 
will try to master the Danish headings of the tables, after some 
turning over of the leaves of the dictionary, will find to his satis- 
faction how much he can learn from this volume about social and 
economic conditions in Denmark in those remote times. 

Harald Westergaard 
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Jus! ice and Administrative Law, By W. A. Robson. (London ; 

Macmillan & Co. 1028. Pp. xviii + 346. 125. 6d.) 

The change which came over public opinion towards the end 
of the nineteenth century, the abandonment of the presumption 
against State intervention in economic affairs, the progressive 
limitation of the rights of the individual, the character and the 
scope of the legislation which this change has produced — all this 
is familiar to most of us. Few people, however, realise the 
inlluence exerted upon the legal and constitutional framework of 
Great Britain by the vast extension of State activity witnessed 
during the last fifty years. The increase in social legislation lias 
been accompanied by an increase in the power of the executive. 
The functions of the executive are growing at the expense of the 
other powers of the State. The policy of a Government which 
runs into intricate details of Housing or Health Insurance cannot 
bo administered adequately, unless wide legislative authority is 
conferred upon the departments concerned with its execution. 
Competent observers (e.g. Mr. (Jccil Carr) have emphasised the 
growth and the significance of delegated legislation. But the 
increase in the power of the executive takes another form, and 
one which has received less attention than it deserves. The 
extension of Htate activity has forced the executive more and 
more to assume judicial functions in the course of its administra- 
tive work. There is a demand (so it is alleged) for a technique 
of adjudication, better fitted to respond to the social requirements 
of the time than the elaborate and costly system of enforcement 
by litigation in the Courts of Law. There is a demand for a new 
type of justice which shall be less like “ a sy.stem of hands off 
while individuals as.sert themselves freely,” and more like a 
social institution existing for social ends.” It is to supply this 
demand that the various administrative tribunals have been 
established. 

By statute after statute, Government departments have been 
vested with a power of giving decisions without any appeal to the 
ordinary Courts. The pre.sent tendency is to exclude the Courts 
of Law from jurisdiction and remove judicial control by making 
the ext^cutivc judge in its own cause, fdie executive is escaping 
from the “ Rule of Law.” The following cases — a few selected 
from many — show how issues have been removed from the 
cognisance of the Courts and Administrative Law introduced into 
Great Britain. 

Efficient administration of the Housing Acts demands judicial 
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condemnation of improper houses by those who administer such 
Acts. Under the Housing Acts the Ministry of Health is made 
the appellate body in regard to a whole series of important matters 
closely affecting the rights of owners of slum property and work- 
men’s dwelling-houses. The Minister, in regard to any matter 
brought before him on appeal, “ may make such order in the 
matter as he thinks ecpiitable,” and his decision is then binding 
and conclusive on all parties. Under the National Healtli 
Insurance Act, 1924, if the Minister of Health after inquiry “ is 
satisfied that the continued inclusion in the list of any medical 
practitioner would be prejudicial to the efiiciency of the medical 
service of insured persons,” ho may remove his name from the 
list. Against the decision of the .Minister there is no appeal 
whatever. Moreover, the Minister inllicts monetary penalties 
“ which are not directly authorised by the Act, but which aj'o 
iTidistinguishable from ordinary punitive fines.” A similar 
jurisdiction is exercised by the Minister over persons, firms and 
bodies corporate supplying drugs, medicines and appliances for 
the use of insured patients. 13ut the judicial powers given to the 
Minister under Section 107 of the National Health Insurance Act 
are the most remarkable of all, though space unfortunately 
forbids their enumeration. The Board of Education exercises 
yide powers of jurisdiction. It is, for instance, t he final authority 
for deciding almost any question which arises between the Local 
Education Authority and the managers of the non-provided 
schools. The Section 3 (3) of the Education Act, 1921, definitely 
ousts the jurisdiction of the (Jourts in questions which might bo of 
considerable significance to the public. 

Lhider tlic Roads Act, 1920, appeals in regard to the grantit)g 
of licences may be made to the Minister of Transport. He can 
make whatever order ho thinks fit. This order is final and 
enforceable and is not to be brought u]) for review before any 
Court. Under the Electricity (Supply) Act, 1020, the Minister 
was made the adjudicating authority in regard to a whole series 
of matters ; some of great importance. 

By some authorities (notably by Professor Morgan) these 
inroads upon the preserve of the judieiary are viewed with grave 
suspicion. The new conceptions of public welfare, however 
desirable in theinselv(‘s, seem to involve dangerous constitutional 
developments. “ The oxeeutivc have overstepped the line 
which delimits the sphere of the executive and the judiciary. 

“ There is a growing arbitrariness of temper on the part of 
Government departments which is in fiagraiit contradiction with 
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the most elementary principles of justice. ” ‘‘ Government officials 
claim the right to act without regard to legal principles and 
without appeal to any Court.** 

To Mr. Robson, on the other hand, the break-away from the 
“ Rule of Law,*’ the emergence of a definite body of Executive 
Justice is far from unwelcome. The object of his book is to 
maintain that there is no inherent reason, if due care and foresight 
are exercised, why Adminislrativo Law should be unfitted to 
take its place side by side with the Common Law and Equity 
and Statute Law in the constitutional firmament of the English 
governmental system. Moreover, the ends accomplished by 
Administrative Tribunals are socially desirable and compare 
favourably with the selfish individual claims based on absolute 
legal rights to which the formal Courts are so often forced to lend 
an car. Mr. Robson has produced a most interesting book. 
The subject, however, is of such importance that it requires an 
investigator of riper judgment and wider experience than Mr. 
Robson seems to possess. 

J. Lemberger 

The University, 

Belfast. 

The Malcing of a Chemical. Ry E. I. Lewis and G. King. 

(Bonn. Pp. 288. 12^. 6d.) 

This is a book for economists and economic students to have 
and use often as a study in the application of principles. Apart 
from its technical treatment of production, it has a vivid touch 
in its exposition of broader economic requirements and con- 
ditions, such as the training preparatory to business, the costing 
of manufacture and sale, and management. The authors botli 
know their subject, and know about it. Few books of this kind 
are so full of maxims, judgments, and verification tests for the 
theorist. An industry more specialist than most in its technique 
thus furnishes a handbook of unusual clearness and interest. 

Preparation depends more on the mastery of the simple 
principles of chemistry than on much knowledge of special 
chemistry; “ all the simple questions are important all the time 
in every chemical works.” The chemist is advised to know pure 
mathematics, and of course modern languages, but special stress 
is laid on the accomplishment of “ presenting his reports in 
English rather than in chemistry,’* of being the master of detail 
rather than the slave of jargon. There is safety in the liberal 
education; “the relative importance (to the works chemist) of 
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tho subjects he studies in college and university cannot be 
foreseen.” 

The chapters on manufacture and cost include many com- 
ments that bear on well-known theoretical points regarding the 
short price and its share of supplementary costs. That on 
management is written round the text that “ the characteristics 
of a good manager are those of any gentleman.” But also from 
all over this book, even from some of its many technical chapters, 
one may collect both the stattiinents and the impressions which 
show that thoughtful business men and economists arc usefully 
penetrating each other’s sphere. 

D. H. Macgregor 


Industrial Combinations and Public Policy. By M. W. Watkins. 

(Houghton Mifflin Company. Pp. 331.1 

This volume is an extremely well-written review of the main 
aspects of the Trust movement. In his discussion of the economics 
of the question, the author recognises certain objective conditions 
which are special to the United States, the general effect of which 
has been to create conditions of comparative industrial stabilisa- 
tion, and thereby relatively to limit the scope of pioneer com- 
petition; these are the “vanishing of the frontier,” the fall of 
the rate of interest over a long period, and the development of 
transport. This comparative limitation of new outlets, as a 
country gets older, turns business initiative into lines of higher 
organisation. But this implies that subjective motives are 
fundamental, the objective conditions causing the diversion of 
profit-making into the new channels. The author amplifies this 
point of view by an examination of the “ alleged economies ” of 
combination, of which he is critical; and by an examination of 
the “ tactical advantages ” which it is open to monopolistic 
power to use. His diagrammatic exposition of competitive and 
monopolistic price-making in relation to the common welfare is 
on well-known lines, but is a useful summary for students. In 
the latter parts of his book he reviews some important industries 
which have become concentrated, and proceeds to consider public 
policy. A thorough discussion of alternatives leads him to 
conclude that it is wisest to develop and strengthen the policy 
of supervision and publicity as now administered by the Federal 
Trade Commission. The main limitation is that the discussion 
is based on American conditions and methods, so that Cartels are 
outside the author’s purview’, with all the new phases and problems 
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which their extension has created. But, on its own ground, it 
is a helpful and welcome addition to the literature of the subject. 

D. H. Macgregor 


Human Nature in Basinciss. By F. Greedy, M.I.E.E. (London : 

Ernest Benn, Ltd. 1927. Pp. 345. Price 12.s. 6d.) 

Tins book belongs to that somewhat eurious but growing 
tribe of works on economics written by those who are engineers 
by profession. It shares with others of its kin a certain dis- 
cursiveness and a peculiar naivete, thanks to which its author 
finds out all over again what a number of people have found out 
and recorded before him. It does, indeed, seem rather odd that, 
at this stage in the world’s history Mr. Greedy should have to 
write a long and somewhat tedious description of the working of 
the economic system (how goods are passed from manufacturer to 
wholesaler and thence to retailer, and how they are financed 
by banker and so on, complete with diagrams) for the express 
reason that he cannot find that anybody else has already done 
this satisfactorily. It is strange, too, to read that a reference 
to standard economic treatises such as those of Mill and Marshall 
. . . entirely fails to reveal any discussion of the items known 
to commercial men as overhead charges ” (p. 134). It must liave 
been a very casual reference. 

It appears that Mr. Greedy’s chief purpose in writing this 
book is to denounce business secrecy. Thifi is salutary enougli ; 
but it would have been more elYcctivc if it bad been disentangled 
from pages of rather absurdly general generalisations about the 
mentality of the “ working ” classes and of the “ middle and 
upper ” classes. In the middle-class home, we arc told, the 
qualities of self-control, mental concentration and forethought 
arc implanted. In the “ labouring class ” “ discipline ” is 
“ lax.” “ The contents of an unskilled labourer’s mind are 
usually confined almost entirely to the knowledge necessary to 
enable him to carry out his daily routine.” “In a somewhat 
higher grade, the favourite subject for discussion among the men 
is politics.” 

Mr. Greedy deals fully in his description of the industrial 
system with the business of saving and investment and with 
banking. Sometimes he puts things rather neatly, as when he 
observes that “if saving is to be possible, the labour of a portion 
of the community must be sufficient to supply the whole of 
the community with consumables.” But considerable sections 
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of the book read as if the author had published his notebooks 
instead of his book (e.g. pp. 208, 214). Moreover, Mr. Greedy, 
though generally reasonable about banks, has one underlying 
idea which seems to call for more justification than he gives it, 
viz. that ‘‘It is solely (italics original) . . . the difficulty which 
the promoter of business enterprise finds in proving his case to 
the banker and establishing beyond doubt that ho can offer 
Security of Repayment that limits business and checks employ- 
ment.” That many cases are unprovable does not seem to worry 
Mr. Greedy ; for he thinks that uncmidoyment would be abolished 
if an elaborate Economic Survey and a Central Economic Council 
were established to investigate all the promoter’s ideas and 
(presumably) to carry them into execution with greater credulity 
than will their present arbiters, the bankers. 

If Mr. Greedy would write a book on publicity in business and 
that alone it would probably have much greater value than the 
present volume. He should also on the next occasion avoid 
quoting long passages from other works without mentioning 
their titles, or even in some cases their authors. 

Barbara Wootton 

University of London j ^.TF. 

Money. By Hartley Withers. (London : Ernest Benn, Ltd. 
1927, Pp. 80. 6d.) 

Trade. By Sir Ernest J. P. Benn. (London : Ernest Benn, 
Ltd. 1927. Pp. 80. 6d.) 

1'he student who sees the word “ Money ” and the name of 
Mr. Hartley Withers may be disappointed to find no more than a 
specimen of Benn’s Sixpenny Library, designed to introduce the 
general reader to some simple economic truths. Mr . \V ithers begins 
with an account of what money docs, describes the two essential 
qualities of acceptability and stability, and shows how we have 
passed from the use of coin to bank-notes and ultimately to 
cheques and bank credits. He reviews the outworn controversy 
on Bimetallism, discusses the rise and fall of prices, and finally 
argues that a gold standard is indispensable. Incidentally he 
defends the international banker, whom he describes as a “ race of 
very cautious and rather sensitive people with a high sense of what 
is due to and from their position, and above all conscious of the 
responsibility involved in it.” The fears entertained in some 
quarters of “ sinister financial influence ” are treated with gentle 
and tactful ridicule. It is perhaps hardly necessary to state that 
No. 150. — VOL. XXX VIII. ^ 
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the book is lucid and readable, but it attempts too much in the space 
at the writer’s disposal. The description of the Money Market 
under the attractive title “ From Gold to Gold Paper,” and of 
the foreign Exchanges in the chapter headed “ Acceptability 
Abroad,” are insufficiently explicit for the novice, while tke busi- 
ness man who is familiar with the practical aspect of the subject is 
likely to find the treatment inadequate and a little disappointing. 

Sir Ernest Bonn’s Trade preaches an all but forgotten gospel of 
Individualism in simple language and forceful, convincing style. 
He sliows how the intricate and com])licatcd processes of trade are 
automatic, without conscious organisation, and yet so sensitive 
that, provided we refrain from tampering with them, they will 
respond, and respond increasingly, to every human need. It 
appears to be Adam Smith’s '' hidden hand ” without recourse to 
any divinity in the background. The explanation lies in the 
simple fact that tlie failure to do good work, i.e. to supply the 
public with what it needs, brings its own penalties. According to 
Sir Ernest, all our present troubles are due to our confusion of trade 
with politics, and our unnatural attemj)ts to i)ut the producer in 
a superior position to the consumer. He illustrates our departure 
from sanity by our railway policy, and predicts that the break- 
down of the railways will be the next big industrial crisis. “ We 
must stand in the market-place to be hired, or, alternatively, we 
must stand in queues at the shop door to bo rationed.” The 
treatise ends, how'cver, on a note of cheery 02)timism, an admoni- 
tion “ to get on with the job.” If the economic truths dealt out 
are a little over-stated, and some of the deductions more than a 
trifle hasty, there is nevertheless much in the book wliich the 
reader can accept with profit. 


H. IIeynaiu) 



NOTES AND MEMORANDA 

The Amalgamation op the British Note Issues ^ 

The Chancellor of the Exchequer announced in his Budget 
statement that the conditions to be proj^osed for the amalgama- 
tion of the Treasury and Bank of England note issues would 
provide a “ greater elasticity ’’ than hitherto. The expectations 
thus raised are disappointed by the terms of the Bill lately 
passed into law. 

At present the combined fiduciary issues of the two sets of 
notes is £ 264 , 685 , 000 , and, since this total dc'pends only on a 
Treasury Minute, it is capable of being revised by the Treasury 
without an alteration of the law. The new Bill reduces the 
fiduciary total to £ 260 , 000 , 000 , and retains, in effect, the pro- 
vision for increasing this by Treasury Minute, though with 
limitations on the length of time for which such a Minute can 
remain in force. The reduction of the fiduciary issue may be 
compensated by the return of notes from Ireland. But in any 
case the elasticity of the issue is not increased, as compared with 
the existing state of affairs. Since there has been so far almost 
no public discussion to elucidate the principles which ought to 
govern the gold reserve in modern conditions, it may be opportune 
to open the debate. 

Formerly the gold reserve was held partly to provide for an 
increase in the number of sovereigns circulating within the 
country — namely, the “ internal drain,” and partly to meet 
fluctuations in the balance of international payments — namely, 
the “ external drain.” The Act of 1844 was mainly concerned 
with the first. It was directed to the obviously desirable purpose 
of 2jreventing a change in the composition of the internal circula- 
tion from having any tendency to change its quantity. More- 
over, at a time when most payments were effected by means of 
notes, an expansion in the note issue was a fairly reliable indicator 
of an expansion in credit. As time went on, however, cheques 
gradually superseded notes for most business purposes, and 
provision against the external drain grew steadily in importance 

^ Tho groater part of this articlo was published in 'Ihe l iims, May 12, 1928, 
and is reproduced hero by permission of the Editor. 
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as compared with provision against the internal drain. But up to 
the War no change was made in the law. Since the War we have 
finally abandoned the use of sovereigns in circulation, so that the 
internal drain is now non-existent. Thus both tl\e conditions 
which the old system was designed to meet have passed away; 
and it would, therefore, be an extraordinary coincidence if this 
system wore, nevertheless, to need no amendment. 

The active note circulation — i.e. excluding notes held by the 
Joint Stock Banks as a part of their reserves — is now exclusively 
employed for petty cash and for the payment of weekly wages ; 
while the Bank of England’s gold reserve is exclusively required 
to meet the fluctuations in our international account, which 
depend partly on the balance of trade, but mainly on our huge 
international banking and investment business. In these changed 
circumstances it is no longer reasonable to provide that the 
amount of gold available for the latter purpose should depend 
on the amount of notes required for the former. For there is 
very little direct connection between the two. 

The right lev(‘l of bank rate and the right volume of bank 
credit arc highly complex questions w hich cannot be determined 
by a rigid formula laid down by Parliament years in advance. 
Yet a legal formula connecting the gold reserve and the note 
issue is in fact nothing but a crude and obsolete method of 
attempting to do this. A loss of gold abroad generally indicates 
that money rates in London arc not quite high enough compared 
with similar rates elsewhere, or that w'c are investing in excess of 
our savings. It very seldom indicates that the internal note 
issue should be correspondingly curtailed. Nor indeed is it 
practicable for the Bank of England — since it has no power to 
reduce wages — to curtail the active circulation appreciably, 
except by inaugurating a credit policy which deliberately aims at 
creating uneinplovmcnt as a first step towards lower wages. 
Indications that the Bank of England will bo well advised to 
protect its reserves by raising the bank rate or curtailing the 
volume of credit arc to be found, as everyone knows, in a variety 
of symptoms, of which in modem conditions the volume of the 
note issue is one of the least important and — what is most serious 
in an indicator — the latest to develop in point of time. To 
compel the Bank of England to measure its margin of safety by 
the volume of the note issue is, therefore, to compel it to pay more 
attention to a particular symptom than the Bank, left to itself, 
would deem reasonable, and to do something which to its own 
untrammelled, iudgment seems unwise. In particular, when 
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employment is reviving and the wages bill increasing, such a 
provision has the effect of putting pressure on the Bank of 
England to terminate the reviving prosperity, even though the 
Bank, left to itself, may see no reason in the world for doing such 
a thing. 

What, then, is the right method, if any, of regulating the 
amount of the gold reserve ? In a sense it is foolish to lock away 
any of our gold so as to prevent its being used. As a moans of 
providing against a shortage of gold, it is analogous to the famous 
regulation of a German municipality to provide against a shortage 
of cabs — namely, that there must always be at least one cab on 
every rank. Nevertheless, there is much to be said in favour of 
holding against extreme emergencies an ultimate reserve which is 
not available for use in any ordinary circumstances. The rational 
procedure, by whatever rubric one may enforce it, is to divide a 
country’s gold reserves into two parts, one part of prescribed 
amount being set on one side against extreme emergencies, and 
the other part, the amount of which would be left to the judgment 
and the discretion of the Central Bank, being freely available to 
meet daily needs. That is to say, the law governing the gold 
reserve could be extremely short, and might run : — “ The Gold 
Reserve of the Ihink of England shall not fall below f.r.” 

An alternative way, however, of arriving at the same result is 
to maintain, in deference to tradition, a formula connecting the 
gold reserve and the note issue, but to take care that it shall be of 
such a character as to be inoperative in all ordinary circumstances. 
vSuch a provision may even have value as an ultimate check against 
grave abuses. This is the present position in the United States, 
where the gold reserves actually held are three or four hundreds 
of millions sterling above the legal mini mum. We could produce 
the same sort of result here, without appearing to depart too 
seriously from tradition, by fixing the maximum of the fiduciary 
issue at a sufficiently higli figure. 

Our present stocks of gold are about £100, 000,000. But this 
is the favourable season of the year, and a few months ago they 
were £8,000,000 less. The aggregate note issue varies, at the 
present level of employment and wages, between £370,000,000 and 
£380,000,000, according to the season of the year. With a 
fiduciary issue of £200,000,000, as proposed, and a note issue of 
£370,000,000, we shoultl have £110,000,000 of gold locked up and 
£50,000,000 available for use. If the autumn season drew 
£10,000,000 of gold abroad (which might happen for the most 
trivial reasons) and the Christmas season d»'cw £10,000,000 more 
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notes into circulation, we should have £120,000,000 of our gold 
locked up and £30,000,000 available for use. A combination of 
reviving trade, good wages, and a holiday season is easily capable 
of raising the note issue to £400,000,000. In this case, assuming 
a gold stock of £100,000,000, the Bank of England’s reserve would 
fall to £20,000,000. Prhna facie, such an aiTangemcnt is extremely 
imprudent — oven though there be a possible recourse to a Treasury 
Minute. Can we suggest a better arrangement 1 

In the first place, is there really any need to lock away so much 
as £110,000,000? I suggest that £75,000,000 — which is double 
the total pre-War gold stock of the Bank of England — would be 
plenty on any reasonable criterion, having regard to the import- 
ance for tlie world at large of economising the amount of 
immobilised gold. This w’ould leave £85,000,000 in the Bank of 
England’s reserve — a figure which w'ould enable it to face the 
world with considerable confidence. 

In the second place, is it safe for the Bank of England to 
operate with a reserve of £50,000,000, which it would take very 
little to reduce to £30,000,000 ? This amount is surely wholly 
inadequate for its ros])onsibilities. Since the Bank obviously 
cannot allow its free reserves to sink to the neighbourhood of 
zero, these figures mean that it cannot afford in practice to lose 
evTn £20,000,000 of gold without considerable anxiety. Yet it is 
of great importance to industry that the Bank should be free to 
lose fully this sum, and better if it could lose double this sum, 
without being necessarily compelled to upset the basis of domestic 
credit. 

We transact a foreign trade (imports and exports together) 
approaching £2,000,000,000 a year. A liuctiiation of 1 per cent, 
in our imports represents £11,000,000. In addition, London is 
the centre of a large foreign investment market, having a vast 
weekly turnover with foreign countries, the magnitude of which 
it is impossible even to estimate. And further, w'c arc carrying 
on a gigantic international banking business with liquid foreign 
balances, withdrawable at short notice, probably exceeding 
£200,000,000, and very possibly approaching £300,000,000. (We 
do not even know for certain within a margin of, say, £100,000,000, 
how large a business it is.) 'Jlie Bank of France alone is reputed 
to hold more than £100,000,000 in London. Now a mere breath 
of wind might diminish these foreign balances by 10 per cent., 
or, say, £20,000,000; for they have shown themselves capable 
of increasing by such an amount within a very short period. In 
short, we are conducting this business on an altogether inadequate 
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margin, and, even as it is, it has required all the bluff, cajolery 
and prestige which our authorities can command to get along 
as well as we have. At any moment, therefore, the expansion of 
production and of employment will be liable to be interfered with 
by mainly irrelevant considerations arising out of our international 
banking business. T do not doubt — let me add~the ability of 
the Bank of England to protect itself even with the small margin 
proposed. But T doubt its ability to protect itself without 
sometimes enforcing a contraction of credit injurious to home 
industry. 

Nevertheless, our total gold reserves of £100,000,000, more 
than four times the pre-War figure, arc very substantial —if only 
we could use them. Is it not asking for trouble to lock up more 
than two-thirds of this outside the Bank of England’s reserve, 
and to publish less than one-third as our actually available assets ? 
For this is not a question of how much gold we actually hold — 
it is solely a question of how much we publish to the world as 
available at call. It is an odd mentality which seeks simultan- 
eously to enlarge our international business and to diminish both 
our actual and our ostensible strength to meet its inevitable 
fluctuations. It is also peculiar to associate any further release 
of gold with a public declaration of weakness on tlu^ part of the 
Bank of England — which is exactly what in such circumstances 
one would wish to avoid. 

The proposed arrangement means, moreover, that London will 
be competing with New York for the world's banking business 
on very unequal terms. Our net annual surplus availabh* for 
new foreign investment is still very nearly as great as theirs. 
The international business we do is in some respects greater, and 
in the holding of foreign balances perhaps one half of theirs. But 
our free gold reserve is only about one-cighth. It means nothing 
to them if their international customers take away £20,000,000. 
Indeed, they did take away approximately that sum last April, 
and nearly as much last March. Apart from previously ear- 
marked gold, the Federal Reserve Ibauks have lost some 
£60,000,000 in recent months without turning a hair. M c cannot 
aspire, indeed, to this degree of strength. But we need not put 
ourselves under unnecessary handicaps. Foreign banks will 
assuredly hold their balances in the long run in centres from which 
they can rely on removing them at short notice without questions 
asked. 

One point of the first importance, which might easily be over- 
looked, remains for mention. Not the whole of the existing note 
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issue is in active circulation. A substantial, but unknown, 
proportion — perhaps nearly £100,000,000 — is held by the joint 
stock banks. Some of this is indispensable till-money; the 
rest is a part of their reserves, which might just as well be held 
in the form of deposits at the Bank of England. In the event 
of stringency arising, it would bo easy for the banks, either on 
their own initiative or at the suggestion of the Bank of England, 
to pay in, say, £30,000,000 in notes to the credit of their deposits. 
This would leave the reserves of the joint stock banks unchanged, 
but would increase the reserves of the Bank of England by the 
amount paid in. The point illustrates what a farce the proposed 
Bill may be as a mt'ans of regulating our alTairs. It removes the 
real discretion away from the Bank of England to the joint stock 
banks, who, within wide limits, can make the reserves of the 
Bank of England what they choose, according as they hold their 
own reserves in the shape of Bank of England notes or Bank of 
England deposits. Nevertheless, if the joint sto(;k banks were 
to take this course, it would not only defeat the objects, if any, 
of the Bill, but would also partly meet the criticisms made above. 
Not completely, howev(;r. It would still be better if the Bill were 
simply to read : — “ The gold hold by the Bank of England shall 
not be less than £75,000,000 ” ; or, alternatively, if the fixed 
fiduciary total were put at not less than £300,000,000. 

The debate on the Bill in the House of Commons brouglit to 
light another iioint of some importance which is not obvious at 
first sight. Sir L. W^oi’thington-Evans pointed out that an 
amendment proposed by the Labour Party to increase the fiduciaiy 
note issue by £15,000,000 would have the elTect of reducing the 
securities held in the Banking Di^partmcnt by £15,000,000 and 
therefore of reducing the Bank’s profits by (say) £600,000. 

This is quite correct under the terms of the Bill ; though 8ir 
Laming did not point out that the securities in question would be 
sold, not to the public, but to the Issue Department, with the 
result that the Treasury would gain an equal sum. For an 
increase of the fiduciary issue by £15,000,000 would involve a 
transfer of £15,000,000 in cash from the Issue Department to the 
Banking Department, and a transfer of £15,000,000 in securities 
from the Banking Department to the Issue Department. The 
former transfer would strengthen the Bank’s reserve of free gold ; 
but the latter transfer would mean that the Treasury instead of 
the Bank would receive the interest on the securities. Sir Laming’s 
point could, of course, easily be avoided by limiting the profit of 
the Treasury to the interest on £200,000,000. But under the 
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Bill aa drafted the Bank has a financial interest in fixing the 
fiduciary issue as low as possible, because it is the amount of the 
fiduciary issue which fixes the Treasury’s share in the profits of 
State Banking. We have here, tlierefore, the first rational 
explanation yet given of why the Bank desires a level of the 
fiduciary issue which so greatly weakens tlie strength of its 
international position. The larger the Bank’s reserves the 
smaller its profits. The Bank would like to have larger reserves ; 
but it would also like to have larger profits. The ])rcsent Bill 
represents the point of equilibrium in the Bank’s mind between 
these conflicting advantages. 

Now this discloses a further fault inherent in the present 
arrangements. It is most desirable that tlu'. Bank of England 
should earn adequate profits; for the Bank ought to be free to 
pursue the right policy regardless of the efiect on its profits. 
But under the terms of the new Act, to raise the Bank’s reserves 
to a really comfortable figure would, as Sir L. Worthington- 
Evans justly pointed out, have a serious effect on its profits, and 
might, if it were effected by increasing the liduciary issue, raise 
the Treasury’s share to an excessive figure; though at present 
no one, not even the Chancellor of the Exchequer, has any means 
of knowing whether the Bank’s profits are or are not adequate, 
since (unlike most other State Jhinks) the Jhink of England’s 
true profits are kept a dead secret. 

Is not all this rather absurd i Why should not the Ikink of 
England have both adequate reserves and adequate profits? 
We liave plenty of gold and plenty of profit from the currency. 
But we have tied ourselves up in such a peculiar way that we can 
only assign profit to the Bank of England by taking gold away 
from its reserve and locking it up in the Issue department where 
it cannot be used. Thus the whole qiiestion requires reconsidera- 
tion and is eminently a proper subject, as Mr. Snowden argued, for 
inquiry and rc])ort. 

The l?ank of England has evidently thought that the best way 
to burke discussion is not to allow the slightest change in out- 
ward forms, however obsolete and inconvenient. This is a great 
mistake. Besides, why should the Bank fear discussion ? Wo 
do not want to bo governed by masked men in false beards mutter- 
ing Mumbo Jumbo. But every wise reformer knows that the 
strength, prestige and independence of the Bank of England arc 
the corner-stones of a sound credit system in this country. 
Adeqiiato profits, adequate reserves, adequate knowledge and 
adequate freedom from interference by “ interests political or 
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financial are the necessary conditions of successful management. 
But the Bank will not, in the long run, increase its prestige or 
secure its future or avoid suspicion by putting forward a case 
which will not stand ten minutes* expert cross-examination, 
whilst its real reasons and motives, however praiseworthy, remain, 
like its profits and its statistics, secret and unavowed. 

The following table, lately compiled by the United States 
Federal Reserve Board, of the principal gold stocks held by Central 
Banks and Governments at the end of 1913 and of 1927 
respectively, may be useful in guiding our sense of proportions ; — 



1013. 

£ million. 

1927. 

£ million. 

Unitt'cl States ..... 

265 

818 

Groat Britain ..... 

35 

153 

Franco ...... 

140 

146 

J apan ...... 

13 

112 

Spain ...... 

19 

103 

Argentine ...... 

46 

95 

Germany ...... 

57 

91 

Italy . . . . 

59 

49 

Total for all countries .... 

982 

1,891 


Thus the general withdraw'al of gold from circulation has 
strengthened the Central Banks of the world about in proportion 
to tlio rise of prices and the growth of business. The risk of a 
future shortage of gold need not, therefore, bo acute — unless wc‘ 
ourselves adojit, and encourage others to adoj)t, the short-sighted 
policy of locking away too much of it out of use, thus leading to 
brisk competition between the Central Banks each to secure for 
itself an adequate margin out of the inadequate total which 
remains. 

J. M. Keynes 


Official Papers 

Munici'pal Savings Banks, (Cmd. 3014. Is. 3d). 

This is the Report of a Committee appointed in 1926, with 
Lord Bradbury as Chairman, to consider whether an extension of 
municipal savings banks is desirable. They were authorised by 
an Act of 1910, for purposes of war finance, in boroughs of a 
minimum size, with the guarantee of the rates, under prescribed 
regulations as to investment. Only in Birmingham was advantage 
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taken of the Act, and of a subsequent extension by Special Act in 
1919, this city having in 1927 a bank with 40 branches, depositors’ 
balances of nearly eight millions, and 226,000 separate accounts. 

An interesting part of the present Report is the survey of 
existing facilities for thrift. When allowance is made for the 
value of money, total deposit balances in these agencies increased 
in 1926-7 over 1913-14 by 16 per cent., from 376 to 435 (740) 
millions, and in addition 500 millions were in Savings Certificates. 
The distribution between classes of depositors is not accurately 
known; but the Report concludes that tlie extent of other 
agencies is such that a new system of banks would to a very large 
extent only divert savings. It is estimated that only 25 per cent, 
of the Birmingham deposits represent new savings, and in that 
city there is no Trustee Savings Bank. 

The Committee is critical of the proposal for extension on the 
permanent ground of the nature of the banking risks, and on the 
temporary ground of the conditions of national finance as they 
may be affected by diversion of Post Office and other funds. As to 
the first point, since funds would largely bo lent to the muni- 
cipality, the risks of borrowing short and lending long would be 
specially great, for municipalities cannot give the same final 
guarantees as the Treasury, while if there is proper liquidity the 
'margin available for municipal finance will not be large. The 
depcndcjnce of a municipal bank on the conditions of perhaps one or 
two local industries has also to be remembered. The whole credit 
system might bo weakened by the extension of banks with these 
special lial)ilities. The second point relates to the problems of the 
national debt in the next ten years. The rate of interest for 
everybody, and the public credit, will be unfavourably affected if 
the Government is forced to borrow resources now continuously 
available. The Committee is therefore against an immediate 
extension of municipal banks, and is doubtful, on general grounds, 
of their utility. 

1). 11. M. 


Customs Regulations and Procedure in Great Britain and Northern 
Ireland. (Stationery Office, 1927. Ls*. 6d.) 

This is an important handbook, including chapters on the 
Customs Service ; the Customs Law ; Formalities on Importation 
and Exportation; Duties, Prohibitions, Drawbacks, Restrictions; 
the Coasting Trade. It is much more than a technical manual. 
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Commissioners of Inland Revenue : Seventeenth Report, Year 
1926-7. (Cmd. 2989. 25.) 


Reports of the I material Economic Committee. Eighth Report : 

Functions and Work of the hrperial Economic Committee. 

(Cmd. 3018. M.) 

An outline of the history of the Committee, and of its rolatiorifj 
to the Empire Marketing Board ; also of the administration of the 
grant of a million pounds per annum, in fostering the idea of 
“ voluntary preference,” by proj)aganda, publicity, and research. 


Overseas Official Publications. Edited by the Librarian, Royal 
Colonial Institute. Price 5s. per annum. 

This is the only bibliography of official publications in the 
overseas British Empire, and is issued quarterly, since April 1927. 


Estonian Finance and Trade. Published by the Eesti Pank. 

A SELECTION of articles from the Economic Bulletin of the 
Bank of Estonia, published on the occasion of the tenth anni- 
versary of the Republic, and presenting authoritative information 
regarding the material and cultural progress achieved by Estonia 
in the first decade of her independent existence. 


Soviet Union Yearbook. Third issue ; 1927. (Allen and Umv in : 
Is. 5d.) 

The economic development of the Union ; with maps and 
diagrams. 


Report on an Inquiry into Middle-class Family Budgets in Bombay 
City. Prepared by the Labour OfTiee, Secretariat, Bombay. 
l5. 9d. 

This Report is supplementary to that published in 1923 on 
an inquiry into working-class budgets in Bombay. It is based 
on about 1300 budgets, of persons having fixed and ascertainable 
incomes. The results are tabulated to show, as income increases, 
a percentage decline in expenditure on food, fuel and lighting, 
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and rent; a nearly constant percentage in respect of clothing 
and household necessaries ; and a rapid increase in the “ mis- 
cellaneous ” group, containing luxury articles, and provident 
funds. 

Report of the Java Bank. (Wcltevreden : 1928.) 

On January 24, 1928, the Central Bank of Java celebrated its 
centenary. The important position which the Bank now occupies 
in the financial and economic life of the Netherlands East Indies 
has not been obtained without a struggle. 

In the first two decades after its establishment the Bank had 
to contend with a wholly disorganised currency due to the issue 
of excessive amounts of copper coins. Moreover, this period was 
characterised by an unsound credit policy encouraged by inade- 
cpiate provisions relating to the note issue. Consequently, in 
1840 the Bank had to suspend the redemption of its notes. 

The Governor-General Rochussen restored order in 1846 by 
placing the currency system on a sound basis. Ho created a new 
paper currency, the so-called “ rccopissen (receipts), issued by 
the Colonial Government, which was established in a fixed relation 
to the currency unit of the Netherlands, where the silver standard 
then prevailed. The Colonial Government stated its willingness 
to give drafts on the Ministry of the Colonies at the Hague, in 
exchange for these receipts, at a fixed rate, payable ten months 
after date, in Netlicrlands currency. This measure has been the 
first practical application of a (silver) exchange standard policy. 

Provisionally, the notes of the Java Bank were made redeem- 
able in these “ recepissen ” ; at the same time a maximum limit 
for the note circulation was introduced, to be fixed by the 
Governor-General. 

The Colonial Coinage Law of 1854, modelled on the Nether- 
lands Coinage La\v of 1847, put the currency system on a silver 
standard basis; the limping standard on a gold basis, which now 
])revails, w^as introduced ii\ the Netherlands in 1875 and in the 
Netherlands East Indies in 1877. 

In 1859 the provisions regarding the issue of notes were 
altered. Partly the British Bank Act and partly the French 
Hank Law has been taken as a model. It was stipulated that 
three-tenths of the notes in circulation and of the liabilities at call 
had to be covered by legal tender, whilst the maximum limit was 
to be fixed by the Governor-General. The circulation over and 
above this limit had to be covered in full. The lack of elasticity 



332 THE ECONOMIC JOURNAL [JUNE 

due to these restrictions has more than once proved to be an 

obstacle to sound discount policy. 

It was not before the renewal of the charter in 1875 that a 
proportional cover system was introduced. In accordance with 
the new x)rovisions, it was stipulated by the Governor-General that 
40 per cent, of the amount of notes in circulation and liabilities 
at call had to be covered by coins and bullion, whilst no maximum 
limit was fixed. Since 1914 the ratio of cover has been fixed at 
20 per cent. 

From about 1900 a remarkable strengthening of the position 
of the Bank can be traced, to which the favourable development 
of the Netherlands East Indies has contributed a good deal. In 
1908 the powers regarding its foreign bill holdings were enlarged, 
and from that time the Bank was in a position to pursue a free 
and effective policy in this respect. 

It may be mentioned that from August 1 , 1 909, until October 
20, 1924, the Bank was able to maintain its discount rate unaltered 
at 3 1 per cent. 

The Bank has its head office in Batavia and branch offices in 
the more important towns of the Netherlands East Indies as well 
as in Amsterdam. 

The cajfital of the Bank amounts since 1925 to fl. 9 million; 
on December 31, 1927, the gold reserve amounted to about fl. 180 
million, and the notes in circulation to about fl. 320 million. 

G. W. J. BiiUiNS 


OBITUARY 

Yves Guyot (1843-1928) 

It is very suitai)le tluit an English review should do homage to 
the memory of Yves Guyot, for he really ought to be reckoned 
almost more as an English economist than as a French one. I 
doubt if even in England one could lind an economist who 
conformed so completely as he did to the type of the Manchestei' 
School. All through his long life he never ceased to wage war 
on behalf of Free Trade, without allowing himself to be in tlu? 
least diverted from his path by the temptations of Fair Trade or 
of Safeguarding or of any other Siren. Often he would cross the 
Channel to be present at a meeting of the Cobden Club, and he had 
founded in France a little ‘‘ ligue du libre ^change ’’ on the model 
of its big English sister. 
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It was not, however, only in the field of commercial policy 
that Yves Guyot remained all his long life an intransigent 
Liberal; he was just the same in all the different fields of social, 
economic and political life. He had been one of the most ardent 
protagonists in the celebrated Dreyfus affair, 1897-1900. He was 
one of the founders of the “ Ligue des Droits de rilomme ” at 
about the same date. He fought against every form of State 
intervention, such as compulsory vaccination, the regulation of 
prostitution, the prohibition of alcohol, the limitation in the 
number of drinking houses, the closing of gambling places, penalties 
against the adulteration of foods or against speculation. He was 
the foremost lieutenant of Josephine Butler in her heroic campaign 
in France, and even paid by six months in prison for the violence of 
his attacks against the Paris police. 

The arguments which interventionists are wont to advance 
did not move him in the least, even when they were in support 
of morals. Yes, indeed ! llathcr drunkenness, prostitution, ruin 
under the regime of liberty, than temperance, virtue, sobriety, 
respectability under the regime of State regulation. As for 
morals, he would not admit that they could exist except as the 
natural product of liberty. 

La morale de la Concurrence was the title he gave to one of his 
books, which, though the smallest of all those which he published, 
was, in my opinion, his chef d'ceuvre. The verve of this little 
pamphlet reminds one of Bastiat. Nowhere else can one find the 
optimism of the Liberal School affirmed with a more diverting 
assurance, exaggeration, one might even say sometimes — 
cynicism. Thus he would demonstrate that under the pressure 
of competition every producer and every merchant exerts himself 
to find out how he can best serve the desires and interests of his 
fellows, so that one can literally say that he lives only for others — 
which is obviously the higher Moral Law, the Golden Rule. 
What philosophy, what religion, ho would say, what catechism is 
there which can pretend to utilise such agents to promote the 
public interest ? Competition, and competition alone, could 
succeed in driving out from the heart of man the most tenacious 
of all his evil affections, envy. And how ? Because every pro- 
ducer knows that the only thing which can make his own fortune 
is the wealth of his customers. Nor must one suppose that there 
was ever the slightest hint of a smile in anything which appeared 
from the pen of Yves Guyot. He was always altogether serious 
in anything he said. 

This doctrine of laissez-faire seemed to him so complete that he 
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never experienced the need of looking for anything else. It was 
for this reason that his books, of which there are a great number, 
are all practically the same book. He had one favourite maxim, 
to which he would constantly return : — ^Progress is in direct 
ratio to the power of man over things, and in inverse ratio to the 
power of man over men. But he seems never to have noticed — 
luckily for him, for this kinship would have filled him with 
horror — that this formula is very much like that of Marxist Col- 
lectivism, which holds that the State ought to take over the 
administration of property so as to release it from the power of 
individual men. 

Yves Guyot’s contribution to science was, then, no more than 
the continuation of the French School represented by Jean 
Baptiste Say, Bastiat and Gustave de Molinari (who was, indeed, 
Belgian by birth, but spent his whole life in Paris) ; and it was to 
Molinari that Yves Guyot succeeded as editor of the Journal des 
Economisfesy the oldest of all the reviews of Political Economy in 
either hemisphere, for it was founded in 1842 and will soon be able 
to celebrate its centenary. He was, naturally, a member of 
the “ Socicte d’ficonomio politupie ” of Paris since 1881, and its 
President to the day of his death. But ho was never a member of 
the Insiitut (“ Academie des Sciences morales ct politiques ”), 
and was never present at its meetings, which was somewhat 
remarkable for a French economist. Nevertheless, he would have 
found at the Academy sympathetic reception for his economic 
doctrines, though probably in a more moderate form, but less 
sympathy for his political programme. 

Yves Guyot, indeed, never possessed the temperament of an 
academician nor that of a scholar. He began his career in 1808-1) 
with journalism and politics. Ho was editor of a journal of some 
importance at that time, La Sikle. In 1874 he was elected a 
member of the Municipal Council of Paris ; in 1885 as a Deputy to 
the Chamber; in 1889 Minister of Public Works, an office which 
he held for tlircc years up till 1892, when he abandoned j)olitics 
and devoted all his energy, which never waned even to the last 
moments of his life, to the many campaigns which w'c have briefly 
indicated above. He was, indeed, far too jealous of his independ- 
ence to bind himself to the servitudes of political life. 

In short, his life was admirable for its uprightness, its 
disinterestedness, its inditfercnce to popularity. Undoubtedly, 
he often had the feeling of walking a solitary road which almost 
no one else followed ; but this bitter thought, which might have 
made others hesitate or retreat, never caused him to deviate an 
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inch from what he believed to bo the right path. For our part, 
whilst choosing a path in quite the opposite direction, we have 
never been backward in acknowledging our lively sympathy for 
that fine valour of his, and we appreciate the opportunity to 
express it once more now that he is dead. 

Charles Gidi3 

Current Topics 

The Annual Meeting of the Society was held on May 17 at 
9 Adelphi Terrace, London, when the accounts were passed and 
the Auditor’s Report was received. Professor Pigou was elected 
a Vice-President and Professor Rees was elected a member of 
the Council to fill tlic vacancy thus created ; the other officers of 
the Society and members of the Council being re-elected as before. 

Tii F. following have been admitted to membership of the Royal 


Economic Society 



Adair, Miss B. M. 

Carter, J. 

Doarnley, I. IT. 

Addison, B. 

('assels, tf. 

Del monte, tl. 

Alhassid, M. C. 

Chanda, 11. 

Dodd, J. S. 

Ali, S. M. 

Chapman-Mortimer, 

Downs, J. W. 

Anderson, !M. V. 

T. 

Drake, W. J. 

Ansted, 11. B. 

Charles, D. J. 

Duncan, G. A. 

Armstrong, J. E. 

Charles, W. H. 

Dyer, E. F. 

Arndt, Prof. Dr. P. 

Clarke, F. 

Dykes, G. xM. 

Bajan, C. B. 

Cohen, J. L. 

Eakins, G. C. 

Barnes, H. 

Cooke, C. A. 

Easton, L. 

Barnett, F. 0. 

Cooper, N. 

Elliston, 11. B. 

Bennett, J. H. 

Cornelius, Rev. Dr. 

Elworthy, E. G. D. 

Bernstein, A. R. 

W. J. J. 

Faidi, H. 

Bhan, Prof. R. K. 

Cox, E. 

Fawcett, R. J 

Bhandari, P. 

Crawford, T. 

Fielding, G. B. 

Bharucha, D. M. 

Crome, R. 

Fleming, II. 

Blundell, ir. 

Crowthcr, G. 

Fulcher, G. 

Bolt, II. W. 

Crumpton, A. H. 

Gaitskell, H. T. N. 

Boss, J. L. 

Dameron, W. 11. 

Ghosh, Prof. H. 

Boucher, C. E. 

Daniel, C. R. 

Gibson, E. C. 

Brook, R. E. 

Darwent, A. 

Gillies, J. F. 

Brownlie, M. A. 

Davidson, J. M. 

Gluckstein, S. 

Bryce, C. C. 

Davies, W. H. 

Graham, P. C. 

Cadbury, G. W. 

Dawson, G. W. 

Green, L. 
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Gregory, E. W. 
Gupta, Prof. A. K, 
Das. 

Gupta, D. C. 

Gupta, H. C. 

Haller, C. T. 
Haldane, G. R. 
Hamer-Harries, J. A. 
Hardman, H. 
Harper, VV. P. 
Harris, Sir Charles 
Haase, E. 

Hendrix, E. L. 
Hennessy, J. 
Hildrcw, K. H. 
Hughes, H. G. 

Hugh- Jones, E. M. 
Hunter, J. 

Hunter, R. 

Innes, T. R. 

Jack, J. S. M. 
Jackson, W. A. 
Jahina, B. J. S. 
John, W. R. 

Jones, C. R. L. 
Jones, L. 

Jones, R. 0. 

Keating, M. 
Kclf-Cohen, R. 
Kellett, F. M. 
Kellock, J. D. G. 
Kenyon, F. 

Khan, M. A. 

Khanna, B. M. 
Knott, H. 

Lambert, E. A. 
Lawe, F. W. 
Lawrence, A. 

Lee, G. G. 
Lemkovitch, H. 
Lenegre, W. A. L. 
Leslie, G. W. 0. 
Lindsay-Fynn, B. M, 


McAlpin, D. 
McFadyean, Sir A. 
Mainwood, H. 
Majumdar, D. L. 
Makin, J. L. 
Marshall, Miss D. 
Marshall, H. W. 
Marvin, J. D. 
Mathur, N. P. 
Maud, F. H. 

Mez, Dr. J. R. 
Millis, L. W. F. 
Miranda, A. de 
Mitra, Prof. J. P. 
Moorhouse, R. 
Morrison, D. H. 
Mortlock, D. W. 
Murch, W. J. 

Nalle, S. G. 
Needham, C. J. 
Needham, Sir C. T. 
Nomura, K. 
Norman, R. L. 
O’Neill, J. 

Parmar, Y. S. 
Parthasarathy, N. 
Payne, S. 

Pearson, F. 
Penrose, E. F. 
Phaup, R. 

Ping-iu, Wong. 
Potter, S. R. 

Price, H. 

Price, T. W. 
I^roctcr, L, 
Quinton, C. J. 
Rafay, A. 

Ralphs, F, S. 
Ranga, Prof. N. G. 
Rankin, Miss M. T. 
Rao, K. S. 
Rawlinson, A. W. 
Rees, Prof. J. F. 


Rees, V. R. 
Re3niolds, R. C. 
Rhodes, W. 
Richardson, H. E. 
Rignall, G. H. 
Riley, G. S. 
Roberts, R. W. 
Rogers, S. 
Rosenwald, W. 
Rottlenthner, E. H. 
vSalin, Prof. E. 
Saunders, R. 
Schaefer, Dr. T. 
Schlee, R. 

Schmitz, J. 

Scott, G. F. E. 

Seth, M. N. 

Settin, A. R. 
Shadain, N. R. 
Sharp, G. M. 
Shorrock, P. 

Simon, W. D. 
Simons, P. F. 
Singer, P. 

Slark, L. W. 

Slight, J. C. 

Smith, P. E. 
Spafford- Jones, 

G. W. 

Speak, H. 

Stanford, W. H. 
Stevenson, W. 0. 
Sundy, C. A. 
Taylor, H. 

Taylor, H. H. 
Terry, R. 

Thadani, N. R. 
Thomas, E. 
Thomas, J. 
Thomson, Miss I. 
Tillotson, A. 

Ting, V. K. 

Traill, R. 
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Trevor, T. H. 
Trusson, H. 
Udyawcr, L. M. 


Utley, Miss F. 
Vickers, L. M. 
Virgo, S. J. E. 


Walsh, J. P. 
Welingkar, J. N 
Whitlam, A. G. 


The following have compounded for life membership of the 
Society: — 


Alexander, Miss E. H. 
Cadbury, G. W. 
Clarke, F. 

Gowin, E. 13. 

Hugh- Jones, E. M. 
Legge, K. H. 
McKenzie, A. W. 
Mason, E. S. 
Nurullah, M. 


Pcndrill, W. G. 

Rankin, Miss M. T. 
Roberts, F. 

Salin, Prof. E. 

Sargant- Florence, P. S. 
Schlco, R. 

Shi(‘lds, Prof. 13. F. 
Ting, V. K. 


The following have been admitted to library membership : — 
Banque de France, Paris. 

Bibliothek dor Hochschule fiir Welthandel, Vienna. 
(.California State Library. 

(Janterbury Agricultural College, New Zealand. 

Chicago Public Library. 

Cincinnati Public Library. 

(.^onsiglio Provincialo Dell’ Eeonomia di Milano. 

Gladstone Library, National Liberal Club. 

Glasgow University Library. 

Gulson Ontral Library, Coventry. 

Hailey College of Commerce, Lahore. 

Hamilton College Library, New York. 

Haverford College Library. 

Institute of Cost and Works Accountants. 

Jiakc Forest College Library, Illinois. 

Law Scliool of Harvard University. 

Lawrence College, Appleton, U.S.A. 

League of Nations Library, Genova, 
library of South Au.stralia, Adelaide. 

Los Angeles Public Library. 

Louisiana State University, New Hill Memorial Library. 
Metropolitan Library, Peking. 

Miami University Library, Oxford, Ohio. 

Mills College Library, California. 

Newberry Library, Chicago. 

New York Public Library. 

z 2 
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Pliiladelphia Free Library. 

Philippine Library and Museum, Manila. 

Rochester University Library, Now York. 

Seattle Public Library. 

Seminar of Political Economy, Cracow, Poland. 

Smith College, Library, Northampton, Mass. 

The State Library, Estonia. 

The University, Manchester. 

Uni versi tats Bibliothcquc, Basel. 

University of Now Hampshire. 

University of Redlands Library, California. 

University of Washington Library. 

University Library, Edgbaston. 

Victoria Public Library. 

Wcltkriegsbuchcrei, Stuttgart. 

Wesleyan University Library, Connecticut. 

We record with regret the deaths of the following members of 
the Society : — 


Dale, B 

(elected 1005) 

Field, Prof. J. A. 

( 

„ 1925) 

Ghosh, 1). N. 

( 

„ 1911) 

Gleave, S. 

( 

1923) 

Hirst, T. J. 

( 

„ 1890) 

Jenkinson, A. J. 

( 

1924) 

McDonnell, W. 1). 

( 

1890) 

Robins, K. Nott 

( 

1920) 

Steele, F. E. 

( 

„ 1925) 


Professor Copland (University of Melbourne) writes : 

“ The Australasian Association for the Advancement of Sciene(i 
held its nineteenth meeting at Hobart from January 16th to 21st. 
The proceedings of Section G (Economics and Statistics) may l)e 
of interest to economists abroad, as illustrating the increasing 
importance of economic study in Australia and New Zealand. 
Discussions centred round the general problem of the Marketing 
of Primary Products, upon which a number of important papers 
had been prepared by academic economists or authorities with 
practical experience of marketing. In addition, olficial state- 
ments were forwarded from the Federal and State Governments 
concerning their marketing legislation and policy. The topics 
dealt with covered ‘ The Theory of Marketing ’ by Professor D. B. 
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Copland ; reviews of Bawra and of the Gold Producers’ Associa- 
tion, both by Mr. E. C. Dyason ; papers on wheat marketing and 
wheat pools by Messrs. G. L. Wood, C. W. Harpur and J. Thomp- 
son ; ‘ The Marketing of Base Metals ’ by Sir Lennon Raws ; 
‘An Australian Wool Futures Market’ by Mr. H. E. Teare; 

‘ The Australian Export Trade ’ by Mr. E. T. McPhee; ‘ South 
Australian Marketing ’ by Mr. A. L. G. MacKay. During the 
discussions Mr. L. F. Giblin developed an interesting point of 
view concerning ‘ the cost of protecting Australian exports ’ as 
exemplified in the special conditions relating to the sugar, butter 
and dried fruits industries. All the papers on marketing are to 
be published shortly by the Economic Society in a special supple- 
ment of the Economic Record, The Section also had before it 
three other important papers. The president (l^rofessor R. C. 
Mills) chose for his address ‘ The Financial Relations of the States 
and the Commonwealth,’ in which he argued for the retention of 
the Commonwealth income tax as the basis of any scheme for 
adjusting these relations, a point of view characterised by the 
Prime Minister as being economically unsound. This point was 
not raised in discussion by any member of the Section, though 
the leading economists of Australia and New Zealand were present ! 
Dealing with the incidence of infantile mortality before a joint 
meeting of the Economic and Public Health Sections, Mr. Malcolm 
Fraser, Government Statistician of New Zealand, showed that the 
great improvement in the infantile death-rate in Now Zealand 
had occurred after the first month of life. Finally, a criticism 
of the economic eficcts of the Arbitration Court in New Zealand 
by Professor Tucker created a keen discussion. 

“ Immediately prior to the meeting there had been a conference 
of the Statisticians of Australia and New Zealand, and as the 
Statisticians stayed on to attend the discussions of the Section, 
tliere was a representative gathering of economic authorities. 
During the week a meeting of the Council of the Economic Society 
of Australia and New Zealand was held. Mr. C. H. Wickens, 
Commonwealth Statistician and Actuary, was elected President 
of the Society, and Professor A. H. Tucker was added to the 
Editorial Board in place of Dr. Condliffe, who resigned on his 
appointment to the Institute of Pacific Relations at Honolulu. 
The executive was able to present a very satisfactory report on 
the activities of the Society. There are now over 800 members 
in the ten branches and the Economic Record continues to expand 
its circulation. Considerable discussion centred round a recom- 
mendation of the executive to the Commonwealth Government, 
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that an Economic Research Bureau be established under the 
auspices of the Council for Scientific and Industrial Research. It 
was decided to recommend an independent bureau as a first 
alternative. An interesting discussion took place among the 
academic teachers of Economics concerning the initiation of a 
Diploma of Public Administration, the provision for the study of 
marketing, and tlic relations of studies in Economics and Com- 
merce, a problem that will arise in Melbourne shortly when an 
appointment is made to the now Chair of Economics.” 

Our Dutcli correspondent writes as follows : — • 

“ The Bill for the taxation of Dutch nationals not residing in 
Holland, which was mentioned in the Econoimic Journal for 
I\h!rch 1928, was rejected by the Second Chamber in so far as tlie 
income tax was concerned. That ])ortion of the Bill dealing with 
succession dutic's was thereupon pr(‘scnted as a sc'parate Bill, and 
passed by the Second Chamber after amendment of an Articles 
W’hich in the opinion of the Second Chamber would have givTii 
too much pow'cr to the Cov'crnment 


“The report has been published of tlio State Commission 
a]jpointed in November 1920 to examine the ])ossibility and 
desirability of simplifying the administration of the State funds 
established in connection with the social insurance and pensions of 
State officials, by investing the amounts in current account with 
the Treasury or, to a greater extent than hitlu'rto, in Public Dii)l. 
The iin])ortJince of these funds is considerable ; the capital amounts 
already to 0t)0 million guilders and the annual new invest miait , 
including reinvestnumts, to 150 millions. The (.bmmission 
proposes to authorise the Government to use the annual con- 
tributions to be made i)y the State to the Invalidity and Pensions 
Funds — w'hich amount to GO million guilders —during tlm years 
1928 to 1937 inclusive, wdiolly or partially for capital purposes, 
thus reducing the amount which otherwise w'onld have to b(‘ 
})orrow'ed by the State. The payments of the private contributors 
are to be invested in the securities hitherto allow'ed and further- - 
to an amount not exceeding 10 ])er cent, of the funds — loaned to 
private parties against securities assigned as guarantee. The 
6 per cent. State Loan 1023 B was liquidated on April 1, 1928; 
the funds required for this purpose being obtained by means of a 
4-J per cent. Conversion Loan of 84 million guilders, which was 
entirely supplied by the above-mentioned State funds.” 



RECENT PERIODICALS AND NEW BOOKS 

Journal of the Royal Statistical Society. 

Vol. XCI. Part I. Ojficial Crop Estirrmtes in England. H. D. Vigor. 
A discussion of methods of forecastings, with special reference 
to the previous articles of Mr. Venn. The conclusion is against 
the view that there has been a tendency to uniformity in the 
Reports, or that yields have in recent years been biassed and 
unduly depressed. On Certain Aspects of the Distribution of 
Income in the United Kingdom in 19111 and 1924. L. R. Connor. 
By a variation in the method of ])ereentiles, “ crpiivalent ” incomes 
are compared for 1913 and 1924, before and after allowance has 
been made for taxation and transference (debt taxation and 
pensions). A charge in distribution is shown, the higher incomes 
not having kept pace with the rise in i)ri(;es and the increased 
earnings of the working classes, (haunt and Petty. A review 
article by M. Greenwood. 

Economica (London School of Economics). 

Maroti, 1028. English Politieal Economy. A. A. Young. The 
Industrial (Jourt. Sir H. Morris. The Theory of Popnlation. 
H. Dalton. A critical discussion of the “ optimum ” population 
and its criteria, with reference to recent contributions. Great 
(Jities and their Economic Problems. E. W. Shanah.vn. Sir 
Henry Maine. K. B. S.mullie. Mr. Robertson's V ieics on Banking 
Policy. I\r. Tappan. 

H istory. 

jANirARY, 1928. Some Aspects of English Finance in the Fourteenth 
Century. A. Steel. 

Quarterly Journal of Economics (Harvard). 

February, 1928. Supply Curves and Maximum Satisfaction. R. S. 
Meriam. An examination of four problems of long-run equilibrium. 
The “ particular expcn-scs curve ” is preferred to the schedule of 
average cost under conditions of {lecreasing cost. A critical 
examination is made of Prof. Knight’s argument that all com- 
modities show increasing cost. The possibility of increasing cost 
and consumer’s sur])lus are argued in reference to recent papers, 
and lead to a discussion of the effect on aur])lus of State policy 
by way of taxes and subsidies. Statistical Atialysis and the 
“ Laws ” of Price. M. Ezekiel. An analysis of the qualihca- 
tions necessary in defining the “ demand curve ” on the basis of 
successive statistics; with reference to elimination of trend, of 
quantities withheld by producers, of place and time variations, 
and of the lag in the relation of su])plies to prices Fourier and 
Anarchism. E. S. ]Mason. The Currency System of the Irish 
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Free State. G. A. Duncan. The German Unemployment Insur- 
ance Act of 1927. F. Wunderlich. The Forty -four Hours Case 
in Australia, 1926-27. 0. de K. Foenander. 

Journal of Political Economy (Chicago). 

February, 1928. Education for Business in Great Britain. J. G. 
iSmitii. All exhaustive account of the curricula of commercial 
schools and university courses of study as preparatory to business. 
“ The general circumstances under which higher training for 
business in England has to bo conducted discourage specialisation 
of the kind that is common in the American graduate schools 
of business administration.” The Railway Labor Act of 1926. 
A. K. Ellingwood. Recent Developments of the General Sales 
Tax. A. G. Buchler. Rate-making and Excess Income. G. G. 
Turrell. The Canadian Industrial Disputes Act. C. E. Dankert. 
Taxing Rental versus Taxing Salable Value. 11. G. Brown. 

American Economic RevieuK 

IVIarch, 1928. Ideals and Idealism in Taxation. T. S. Adams. The 
dominant factor in the evolution of taxes is the contest of interests ; 
ideals are effective only when they servT interests. Hence there 
can be no pure science of taxation. The number of interests is, how- 
ever, so great that all legislators must be impartial in respect of 
many of them. From Capital Levy to Surtax. A. Comstock. 
An outline of the ])ublic discussion in Britain since 1919. llie 
Supreme Court and Compulsory Arbitration. JC. Berman. A 
discuvssion of the constitutionality of compulsory arbitration in 
America, as atfected by a decision regarding the Kansas Industrial 
Court Act of 1920. State Taxes on Savings Deposits in Eew England. 
K. M. Williamson. Ecommiic Terminology. (J. Warburton. 
Psychic Income. G. W. Terborgh. A criticism of the validity 
of the concepts of total utility and consumer’s surplus, if measured 
by differential increments; since the components of psychic 
income are not related to each other as fractional parts of a 
sum, but as elements of an organic complex. 

Politicjil Science Quarterly. 

March, 1928. Tendencies in State and Ijocal Finance, and their Rela- 
tion to State and Local Functions. M. Newcomer. A study of 
the problem of subventions and control, relating to American 
conditions, but of much general interest. 

Wheat Studies of the Food Research Institute (Stamford, California). 

February, 1928. Disposition of American wheat since 1806 iciih 
special reference to changes in year-end stocks. Total production 
of wheat in the United States, plus imports, varies greatly from 
year to year. The surjdus from a large crop is absorbed by 
increased consumption only to a negligible extent; on the 
average, about half of such a surplus is exported and half 
absorbed in increases in stocks. Thus wheat storage plays a 
most important part in reducing effects of variation in the size of 
the wheat crop. 
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Revue (TEconomie Politique (Paris). 

January-February, 1928. La hi du 7 aout 1926, et son r6le dans 
Vassainissement financier de la France. X. Uindemnisation 
des r^JuqUs grecs, E. J. Tsouderos. La stabilisation de la 
monnaie en Pologne. R. Pleven. UMat actuel de Vioommie 
et de la statistique agricoles en Russie. A. Tchayanoff. Im, 
politique italienne en matiere de taxation des capitaux. P. 
Nesteroff. 


Journal des Economistes (Paris). 

February, 1928. Franc-papier ou Beige. L. Hayois. Lcs chemins 
defer et la production agricole. G. dc Nouvion. 

March, 1928. Yves-Guj/ot, 1813-1928. L. Fial'x. La principe de 
la prerogative et les chemins de fer. Yves-Guyot. Le role 
monetaire des crMits bancaires. P. Cauhone. 

April, 1928. La premiere bataille du franc (1921). G. Laciiapelle. 

V ierteljahrshefte zur Konjunkturforschung (Berlin). 

2 Jahrgang, Erganzungshcft 3. Der Produktivgulerrerkehr als Konjunk- 
turmasstab. Der Postverkehr im Konjunkturverlauf der Vorkriegs- 
zeit. Untersuchungen iiber die Einko?nme7isschwankiingen in der 
Vorkriegszeit. 

Sonderheft C. Die Saisonschwankungen als Problon der Konjunk- 
turforschung. 0 . Donner. 

2 Jahrgang, Heft 4. At the end of February, 1928, the point of 
maximum activity, reached in November, had been passed, and 
there were signs of a conjunctural decline. 

Zeitschrift far die gesamte Staatswissenschaft (Tubingen). 

November, 1927. OsfcrreicJis Vcrfassungscnlicicklung. L. Witt- 
MAYER. Probleme der modernen KoienbankpoUtik. Dr. Ker- 
schagl makes an important, closely-reasoned examination of the 
problems confronting modern European note-issuing banks 
resulting from the currency stabilisations of recent years. The 
reactions of the dilfercnt imdhods of stabilisation on the banks are 
exhaustively set out. Denmark in particular sutTered from too 
high a stabilisation rate, !)ut in England there was a clear case for 
detlation. Attention is also given to the practical difficulties of 
price stabilisation; and it is argued that existing economic 
literature is deficient in real solutions. Movements of central 
bank rates are defective as an adequate device. Neuere Liferatur 
iiber II. 11. Gossen. R. Liefmann. Die Vollgruppe. H. L. 
Stoltenbero. Die Brilisehen Slaatseinimhmen. F. Hkyek. 
Die Organisation der Geicerkschaffen in Soirjctrussland. Dr. 
Timaschew shows that Russian trade unions are dominated by 
Communistic ideas, and arc essentially a part of the organisation of 
Communism . Start ing from a condition of virtually no freedom for 
individual workers (exce])t that membership of unions is not 
compulsory), the organisation is by stages up to the general 
assemblies*^. But the difficulties of craft and industrial unionism, 
and vertical and horizontal grouping, have not been overcome. 
Moreover, the unionist is still subject to legal jurisdiction in 
respect of conduct. Yet the Russian system has been extensively 
copied in Italy. 
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March, 1928. Statih und Dputmik als QrundprobUme der theoretischen 
Nationalokonomie. E. H. Vogel. A defence of the dynamic 
basis of theory. Uniernehmergeivinn und Arbeitslohn. B. Moll. 
A critique of the theory of profit with special reference to the theory 
of exploitation. Kartelle und Konzerne. S. Tschiersciiky. 
The author expects an opposition between the aggressive great 
organisations of the Concerns and the defensive combinations 
of syndicated Cartels. Zur Theorie des F inanzausgleichs, F. 
Btuikhardt. a statistical inve^stigation of the distribution of 
the financial burden between the Empire, the Districts, and the 
Communities. Geld und Staat. K. Gisler. An analysis of 
Gerber’s recent volume. Zur Frage der Steuerwirkungen. W. 
Lotz. 

JahrbucJier fiir N ationalokonomk tind Sfalistik (Jena). 

January, 1928. Erlragstheorie und Verteihing.^the.or’ie. W. Weddigkn. 
Refers to a book which endeavours to set up a Theory of Returns 
as part of economic theory relating to Distribution. The essence 
of the theory is to examine human activity in its task of constantly 
seeking to obtain the “ means ” of production ; although this 
includes the distribution of commodities. The article attempts 
to show the basic connection between the Theory of Returns and 
the existing Theory of Distribution. Veher landliche Siedlung. 
C. Diktze. Veher einige Nehenfragen des Bevolkerungsu'csens. 
H. V. 8c'HULLi':KN-S(.HR.\TTKNiiorKN. Dk SozinlpoUHschen 
Lehren des Konjiikts in der Grossciscnindiistrle. Dr. G. Albrecht 
contribute.s a descriptive article relating to the conflict in the 
north-west German iron industry in Decern ber, 1 027 . The burn i ng 
question was the demand of the unions for the eight-hour day at 
the rates of wages paid for the ten-hour day, to which resort had 
been made previously. No important conclusions arc drawn. 
Ikmerkungcn zn Larnpes “ Xolstandsarbeifen oder LohnnbhauF 
Roemmich-AVaoner. Krgebnisse avs den Jahresberichten der 
Gewerbeaufsirhfsbeamfen fiir dns Jahr 1020. 1. Fetck. Die 

Iferkuuff der IkeoJkerung Knn'idns. Tl. Feii linger. 

February, 1928. Die W irtschnftstheorie bei Fombart. T. Surenyf- 
Unger. Wandlungui in Wesen und Anfgabc.n der Sozialpolilik. 
G. Albrecht. Bvmerkungen zur Theorie der Btenersysteuiatik . 
F. Gutmann. Ueber einige Nehenfragen der Bevolkerungsu'csens 
(Schluss). H. V. Schullern-8chrattenhofen. 

March, 1028. Die Theorie des rolkswirtschaf (lichen Enlwickl tings- 
prozess und Hire Forihildumj durch cine e.vohitiondre Konjunktur- 
theorie. F. H. Vogel. 

Arehiv fiir SoziidinsscjiscJiafl und. Sozialpolitik (Tubingen). 

September, 1027. Der Begriff des Politiscken. 0. Schmitt. Enropa 
m Afrika. A. M. Rartholdy. Die gejstesgeschichtUchen Griind- 
lagen der angloainerikanischen W edtsupremitie. : 11. Die Wurzel 
der Defnokratie. G. von Schulze-Gaevernitz. Ein Matz der 
Ko7izentration bei pekunidren Verleilungen. E. J. Gumbel, A 
mathematical study. Die Wirksamkeit der Mindestlohmiusschiisse 
in Grossbritannien. H. Fehlinger. An outline of the working 
of Minimum Wage Icgi.slation in this country, with a detailed 
analysi.s of the post-war developments. The disparity between 
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men’s and women’s wages is stressed. Gesellschaft und Skmt : 
Stvdie zu der Methodologie Fritz Sajiders. Dr. Oppenheimer 
makes a spirited reply to Sanders’ article criticising his recent 
work on Sociology. Er widening auf Franz Opjpenheimeffi 
“ Etudie” Prof. Sanders upholds his criticisms. 

December, 1927. Induatridle Schwankumjen. Bankkredite nnd 
Warenpreise. Prof. Bouniatian makes a long detailed criticism 
of Prof. Pigou’s recent work on Indnstrial Fluctuations. He argues 
that the conclusions are but compromises . The method used in Part 
One is severely limited by comjdications of actual economic life, 
and the statistical material is inadequate. No mention is made of 
over-production as a cause. It is argued that harvest causes have 
gnvater importance than is assigned to them. Chief criticism 
refers to Pigou’s acceptance of the “Circulation” theory, which 
Bouniatian affirms was finally overthrown in Tooke’s History of 
Prices. Again, the cheque sy.slcm has no necessary connection 
with periodical fluctuations, since these arc pronounced where that 
system is least strong. Initial cause of tiuctuations is in price 
movements, and analysis of these must be starting-point. J)ie 
Agrarprohhrn der Vereinigten Slaaten. W. Bopke. Zur Problem- 
stdlung der Zinsiheorie. h\ A. v. Hayek. Zur Frage dor Bestim- 
mung und Messnng dor Intensitdt der JMndu'irtschnft. G. A. 
Studensky. Leistungsboziehung und Porsonenbeziehung. F. 
J)armstaedter. y orbr echo r turn in ScJdesudg-Holstein. F. 

Tonnie.s. 


SchmoJkys Jahrbuch (Munich and Leipzig). 

December, 1027. Peine und hislorische Dynamik dos Standorls der 
Erzeugungszirejge. H. Rttscitl. Die Kausalitdt der VoJkswirt- 
schaft. Dr. ZwrEDiMX’K-SuDENiroRST VTites a descriptive review 
of Dr. Lamprccht's recent work on Economic Causality, and 
agrees that the reaction from Weber’s doctrines is justified, since 
the new method “ permits extraordinary faithfulness to reality, 
with complete and thorough uniformity in systematic connection, 
and extends the tlieory to immediate practical application.” Dr. 
Lamprecht make.s Causality the central feature of Economics, and 
st resses the importance of jisychological met hods. For this reason 
the economic man and the marginal utility doctrine must be 
discarded. VoJksirirtschaftskhre aJs Organon. H. Honkcoer. 
Sell iff ahrtdbgaben und Schlepp mono pol als Voraussetzungen der 
Kandle. R. Wyszomtrstt. Demokratie und Arbeitsrecht. Dr. 
Dissinoer criticises German works councils as having a disinte- 
grating influence on the loyalty and interest of the worker, thus 
])rovoking bad relations between managianent and labour. The 
intrusion of political aims has seriously intorfered with the attain- 
iiKuit of a pro])er economic perspective. P’xhaustivc proposals 
for reform are made. Adolph WagnePs JSachlass i?i der Prens- 
zischen SfaatsbibliotJiek. d. Kirciiner. 

Economic Peview (Kyoto). 

December, 1927. Prices ami Injustice in Taxation. M. Kambe. 
The influence of local and temporal variations in price on the real 
burden of taxes of diilerent kinds. A Study ui Financial Statistics. 
S. Shiomi. The national and local finance of Japan in recent 



346 


THE ECONOMIC JOURNAL 


[JUNE 


times. The Principles of Emigration Policy. M. Yamomoto. 
Tariff Freight Bates. S. Kojima. The meaning, formation, 
merits and principles of rates fixed by general tariff, not by 
competition. Population Problems in the TokugavM Era. E. 
Honjo. 


Indian Journal of Economics (Allahabad). 

October, 1927. The Iliiulu Taxation System. Dr. Balkrishna. 
British India and the Gold Standard. E. P. Wkllenstein. The 
Economic Law of Consumption. P. C. Basu. Gold and French 
Monetary Policy. G. F. Hhirras. 

De Economist (Haarlem). 

February, 1928. llandelspoUtieke gevaren. C. F. Stork, A con- 
tribution, on the Free 'iVado side, to the lively controversy regard- 
ing Protection (or an active trade policy ”) now proceeding in 
Holland. In large measure the article is a review and summary 
of the leading Free Trade publication which the question has 
evoked, Mr. J. F. Vlceschhouwer’s “ Actieve Handelspolitiek.” 
II et hoTiderdjarig bestaan van de Javasche Bank. 11. G. M. 
Verrijn Stuart. The second part of a survey of the history 
of the Bank of Java in the last hundred years. Een jaar de-facto 
stahilisatie van den Franschen franc. A. A. Van Sandick. A 
detailed discussion of French currency and finance since July, 
1926. “ The most remarkable fact in the financial history of 

France in the last year is that the stabilisation has occasioned 
no crisis.” The conclusion is that ‘‘ there is nothing standing in 
the way of a legal stabilisation of the franc at approximately its 
present level.” 

MARCff, 1928. Actieve llandelspolitiek. R. Van Gjsnechten. An 
attempt to dclinc the real issues between ]\Ir. Vh'cschhouwcr and 
Professor Diepenhonst in the “ active trade policy ” controversy, 
but in fact a defence of Mr. Vlecschhouwer against the criticisms 
of his opponent. Free trade is in the national interest; it is 
implicit in tlie protectioni.st position that the interest of one 
group, which can alone be .satisfied at the cost of anotlicr group, is 
itself a national interest. V'ariations in the nature of exports and 
imports leading to a change in the economic structure of a country 
may, however, be a disadvantage. Hel Credietverkeer in de late 
Middeleeuwen. Z. W. Sn eller. A summary and review of the work 
by Professor Ku.ske (of (Cologne) on the rise of the credit-economy. 
In opposition to the view of Hildebrand, Biichcr and Sombart, 
the machinery of credit was dcveloj)ed in the Middle Ages from 
the fourteenth to the sixteenth century. Phxamplcs are cited from 
the history of the lower Rhine provinces. Een paging om het 
grensnut te meien. W. L. Falk. Draws attention to Professor 
Irving Fi.sher’s article on a .statistical method for measuring 
marginal utility, published in the Economic Essays in Honour of 
J. B. Clark. Whether this method brings us what it clairn.s is 
an open question. The weak point is that in this way it is only 
possible to compare similar families under different conditions; 
there are always difficulties in attempting to compare dissimilar 
families. 
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April, 1928, De Amslerdamsche Wisselbank in de zeventiende eeuw. 
J. G. Van Dillen. Surveys the events loading up to the 
establishment of the Bank of Amsterdam in 1609. It was modelled 
on the Bank of Venice, but its primary purpose was to improve 
the currency which was unsatisfactory by reason of the multi- 
plicity of mints and the excessive variety of foreign coins. The 
early history of the Bank and its methods of operation are dis- 
cussed. II et vrmgsluk der welvaerl in de Verenigde Staten. 
Gerlof Veuweij. With reference to the appointment of the 
Hoover (Commission surveys the explanations of American 
prosperity, quoting W. C. Mitchell’s view that it is “ anomalous.” 
In the wide discussion that has taken place, many explanations 
have been advanced, but even if the presence of any one factor 
may have been essential to America’s prosperity, it cannot bo 
regarded as the explanation. The taslc of the Commission will be 
to view the various explanations in relation to each other, not to 
discover new explanations ; and also to devise a programme for 
the future. Is vrije credietcreatie door hankm mogelijk ? T. J. 
Greidanus. In answer to the arti(5lo by Posthumus Meyjes in 
the January number. There are two sections of those who 
advocate the view that a free creation of credit by banks is 
f) 08 sible ; (i) those who speak of an increase of outstanding credit 
in a conjuncture movement and of a consequent rise in prices. 
More credit is given and therefore more can be bought. This 
argument sees only the purchaser and not the other person who 
has given the credit and must therefore postpone his purchases. 
Either may purchase but not both ; there is no increase in ” pur- 
chasing power ” ; the credit that one receives another gives, 
(ii) The second section refers to a definite free creation of credit. 
Adams is quoted to the effect that ” Bank credit is purchasing 
power manufactured by banks.” Batiks in giving credit are not 
free. Assuming the case where all banks simultaneously proceed 
to expansion of credit, gold will leave the country in accordance 
with Gresham’s Law. Commercial banks have even less freedom 
than banks of issue, being themselves restrained by the action of 
the Central Banks. Credit expansion is however possible: (a) 
the need for circulating medium may increase and a part of this 
may be creatofl by the commercial banks; here the banks are 
limited by the need for circulating medium on the part of the 
public ; (b) a deposit is not merely a circulating medium, but also 
an investment of money. It is an investment of money, if for a 
fixed term of time; it is economically money when the holder 
becomes a purchaser. This gives another ease where credit 
expansion by the banks becomes possible but in which nevertheless 
they are not free ; hero they are bound by the action of the public. 
In tho case of general world -wide credit-expan.sion, where 
Gresham’s Law cannot operate, the restraint on the action of the 
bank arises from tho relation between the quantities of giral and 
chartal money, which is not a question of chance but is governed by 
economic law. Thus it is not merely in practice that tho Banker 
is not free ; his dependence is also theoretically demonstrable. 

Internatioml Labour Review (Geneva). 

February, 1928. The European Coal Crisis, 1926-7. M. Eastman. 
Some Aspects of Recent Wage Movements and Temlencies in Various 
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Countries, J. H. Richardson. Labour Legislation in Latin 
America. M. Poblette-Troncoso. The Moscow Institute for 
Economic Research and its Work. 

March, 1928. The Regulation of Minimum Wages as an International 
Problem. K. Pribram. The fundamental aspects of the problem, 
and the distinction between homc-uork and general industry as 
criteria of wage-fixing machinery ; followed by a discussion of the 
probable outcome of the replies of Governments as published in 
tho “ Blue Report.” The Prevention of Accidents in Industrial 
Undertakings. F. Ritzmann. Seasonal Fluctuations in Employ- 
ment. 

April, 1928. Labour problems in South Africa. H. B. Blitleu. 
Seasonal fluctuations in migration. L. Varlez. Hours and 
Wages in the German heavy iron industry. G. Neitzel. The. 
problem of hours of work in the Soviet Union. II. 

Revisla Nacional de Economia (Madrid). 

January-February, 1928. Dinamismo de los precios y carcstia de la 
vida. 0 . F. Banos. The problem of prices is connected witli 
most other economic factors : methods of production and con- 
sumption, the rate of interest, the productivity of labour, the trade 
cycle. Different theories stress the quantity of money, the rate 
of interest or tho international value of national mon(‘y as the 
important inlluerice determining the internal price level. This 
article concludes with a discussion of price indices and the out- 
.staiiding theories of Trade Cycles. Los ferrocarriles c.n Espaha. 
A. DE Miguel. A compilation of statistics showing the develop- 
ment of the railways in Spain since 1805. In relation to her area 
Spain shows a lack of railroads which is impeding social and 
economic growth and compares iinfavoiirably with movements in 
other countries of Europe. Tho figures of railway growth in thf^ 
world and in Spain alone show a negative correlation. La dislri- 
bution de la propiedad territorial. M. Fuentks. Jn all count ri(‘s 
since the w'ar there has been a movement towards the break-uj) 
of large landed estate.s and the formation of small holdings. Tlu^ 
problem is one not only of the transfer of ownership, but also of 
the provision of schemes of credit and agricultural education and 
the creation of a co-operativ^e spirit. Using a sample for Spain, 
and comparing with figures published for other countries, tho con- 
clusion is reached that, in »Spain, a greater proportion of agricultural 
holdings is cither very small or very large tha.n is tho case in most 
European countries. The q uestion of rural depopulation, however, 
is not influencecl so much as might be imagined by this incipialily 
ill the distribution of land. 

Giornale Degli Economist i (Rome). 

January, 1928. Considerazioni siii '' baromelri'' economici. (\ 
Bresciani-Turroni. a very interesting discussion, by the dis- 
tinguished Profe.ssor of Economics at Cairo, of tho methods of 
construction and uscfulne.s.s of indices of business conditions as 
a means of forecasting future movements of trade. The Harvard 
index is criticised for using tho series A, B, C (whore A is Specula- 
tion, B is Business and C Money) instead of the series C, B, A. 
General theory, as well as direct evidence, c.spocially of recent 
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German conditions, are adduced to prove that speculation is 
subject to so many special disturbing factors that the market 
values of shares at any time cannot safely be used as a barometer 
of the economic situation. Intorno alia teoria del '' profiUo.'' 
Guido Sensint. Current notions of profits are still vague and ill- 
defined. So many dilTercnt kinds of profits can arise, and both 
their causes and effects can be so diverse, that there is clearly need 
for a more careful analysis and classification of the various species 
of income which are commonly grouped together in the single 
term “ profits.” La teoria della popolazione di Oiammaria Ortes. 
Albino Uooe. Ortes was one of the three outstanding clerical 
writers on population of the eighteenth century. He w’as a 
Catholic priest, w’hile Sussmilch was a Lutheran pastor and Malthus 
an Anglican clergyman. Ortes held, with even greater dogmatism 
than Malthus, the view that population was capable of expanding 
in a geometrical ratio and must inevitably tend to increase with 
any increase in the means of subsistence ; but he believed that, in 
practice, social and political forces could hold this tendency in 
check and, indeed, often prevented population from bearing that 
relation to the means of subsistence which exists in the ” natural ” 
order of things. But if the pojmlation of a country, owung to 
faulty institutions, is smaller than it ought, to be, the inhabitants 
are not better but worse off than they would be if their number 
was larger, because the smaller population would restrict produc- 
tion and prevent it from reaching its proper maximum. Tho 
wTiter sets out clearly and w'ell tho background of ideas w'hich 
conditioned the view's of Ortes and tho abstract form in which these 
were presented. 

•February, 1928. Per rie.mpire alcune '"empty boxes” Jinanziarie, 
Attitjo Cabiati. Stimulated by Mr. Robertson’s attack on part 
of the economic reasoning of the Colwyn Report, Professor Cabiati 
comes to the defence of Marshall’s conception of the representative 
firm and denies tho proposition that prices are governed by the 
marginal firm wdiose cost of production is highest. But he believes 
that this knocks the bottom out of the doctrine that a general tax 
on all income is not reflected in cost of prtxluction. When first 
imi)()sed, such a tax will have important differential effects, vary- 
ing according to different elasticities of demand — every income - 
receiver endeavouring as far as he can to pass tho tax on. Whether 
such a tax will tend to raise general prices, through increasing costs 
all round, w ill depend on the use made by the State of the proceeds 
of the tax, wdiich may be employed so as to increase productivity. 
Alcune co7isiderazioni sulla teoria matematica deW cquilibrio 
economico. Arrujo Bordin. The methods of the elementary 
differential calculus are applied to the theory of the equilibrium 
position of value, under a number of different assumptions, with- 
out, however, throwing new^ light on the problems involved. 
II casOy la congiuntura ed il rischio nelV evolazione ecorunnica. 
Federico Chie.ssa. Chance operates in the field of uncer- 
tainty, and risk in tho sphere of probability, while conjuncture 
is ” the variation in the value of goods and services which is 
produced by events wfliich are unforeseen and independent of man’s 
volition.” It is concluded that “ economic progress docs not tend 
to diminish chance, risk and conjuncture, but rather to increase 
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them.” It tends “ to lessen static risks, but, on the other hand, to 
enhance the subjective appreciation of chance in general and the 
whole complex of dynamic risks.” 

March, 1928. VigiUnza sulla creazione di monela bancaria. Giuseppe 
Ugo Papi. It is not sufficient for the 8tato and the Central Bank 
to exercise a careful control over the note issue, as the develop- 
ment of deposit banking and the use of cheq\ios can lead to an 
autonomous infiation of purchasing power. The deposit banks 
have an important duty to the community to observe the prin- 
ciples of sound banking and to watch for any symptoms of over- 
creation of credit. II comiglio d'amministraziono. e Vinlerdipen- 
denza delle imprcf^e,. Pikrpaolo Luzzatto Fegiz. A detailed 
investigation, of an elaborate character, into the composition of 
boards of directors of Italian companies in 1923, and into the 
extent to which interlocking directorates existed in that yec.r in 
Italy. 

La Rifonm Sociale (Turin). 

Jat«uary-February, 19*28. Postiiml d'inflaziom. Giuseppe Prato. 
The aftermath of intlalion is to be seen, not merely in the economic 
sphere, wlu're it |)ro(luccs disordered finances, instability of 
exchangers, high taiilTs, and so on, but also in the sphere of ideas, 
where crops of fallacious theories are engendered which disturb 
clear thinking and even mislead statesmen to the public injury; 
in the deterioration of public and private morals; and in every 
aspect of social life. Caratleristkhe deW esjjorlazione dei capitali 
in regime, di vahda sana. Amiiio Cabtati. A discussion, along 
lines familiar to Knglish students, of a number of technical aspects 
of the export and iinport of capital. La politica cornmerciale, 
doganale italiana nel (hpo-gnerra, Giuseppe Fiuset.la-Veli.a. 
A plea for a return to the liberal principles of Cavour in matters of 
commercial policy and for the abandonment of protection, which is 
checking the specialisation and division of labour, on whose basis 
alone a healtljy economic system can be built up. 11 balnncio 
statale d' Italia pel 1927 8. GwiJO Curato. Intorno al pnga- 
mento degli stipend i e salari con assejni di banra. Fdoardo 
Giretti. 

March-Aprtl, 1928. Yves Gugoi un grande, campion deJla libertd. 
p]DOARUO Giretti. GU Stali Uniti fanno prestiti alV Knropa f 
Luigi PjTnaudt. The writer quotes figures, drawn partly from a 
memorandum by Mr. Hoover, showing that in 1 92(1 the Gnited 
States, w’hich aj)parently invested $1357 m. abroad, actually had 
a deficit on her total balance of $8 m. when all items were takt u 
into account. Hence he concludes that Kurope had predominantly 
been borrowing funds from the United {States which it had previ- 
ou.sly lent to her. The reasons for this arc : (1) that Furo ])0 has 
not sufficient confidence in itself ; (2) that it has greater belief in 
the political and financial stability of the United States ; (3) that 
by using the United KStates as an intermediary there is a better 
guarantee that borrowers will not default on the interest and sink- 
ing fund payments on the loans made to them ; (4) that Americans 
are stricter than Furopcan lenders would dare to bo in demanding 
adequate security, and that they can often obtain advantages such 
as exemption from taxation and other favourable treatment wliieh 
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would not be accorded to European nationals. La tassabilitd 
del risparmio. Umberto Ricci. With the aid of calculations 
based on a h 3 rpothetical case, it is claimed that a proof is established 
that an income tax, which taxes both income saved and the 
interest derived therefrom, does not, in fact, involve the double 
taxation of saving. This is a summary of a longer article in French 
by the same writer in tho BeviLed^lSconomie Politique for May-June 
1927. Sulla doppia taasazione del risparmio. Mauro Fasiani. 
An attack on Signor Ricci’s views set out in the article referred to 
above, and a defence of the doctrine that a general tax on all 
income discriminates against saving. Le oscillazioni dei prezzi 
in rapporto al fenomeno fallimentare. Italo Ricalnovi. A 
correlation of price movements in Italy since the war with numbers 
of bankruptcies does not bear out the common view that bank- 
ruptcies are to a largo extent the unavoidable sequelae of trade 
depressions and falling prices. They are in great measure the 
direct consequence of imperfect legislation which fails to put a 
stop to fraudulent practices. If bankruptcy laws were made more 
severe, and if those who had once been declared bankrupt were 
thenceforward excluded from membership of industrial and 
commercial associations, the number of failures would be very 
greatly diminished. Di alcuni importanti probUmi di finanza : 
a proposito delV ulthna opera del Pigou. Lumi Kinaxjdi. A long 
and important review article, devoted to a criticism and appre- 
ciation of Professor Pigou’s book, A Study in Public Firuince. 

Scientia (Bologna). 

February, 1928. A situazioni economiche e sociali nuove^ sistemi 
tributari nuovi. B. Grtziottf. Modern economic development, 
tending as it does to produce new economic and social conditions 
— the growing urbanisation of population with consequent higher 
standards of living; new types of wealth such as bearer bonds; 
collcctivo organisations such as joint stock companies, corporate 
bodies of many kinds, private and public ; the international 
diffusion of capital, etc. — renders necessary a reorganisation of the 
financial systems of progressive countries, so as to bring their 
methods of taxation, which are the outcome of a long-drawn-out 
historical evolution, into conformity with the facts and require- 
ments of contemporary institutions. 

Annali di Economia (Milan). 

March, 1928. Discussione del sistema di eqmzioni die definiscono 
Vequilibrio del consumalore. L. Amoroso. Teoria econoynica delV 
assicurazione. G. del VECcnio. II commercio italo-argenlino. 
M. Guastamacchia. 

Ekonomisk Tidskrijt (Upsala). 

1927, No. 1. Some Questions concerning the Industrial Revolution \n 
England. A. Montgomery. On the basis of some new publica- 
tions the author makes an attempt to compare the industrial 
revolution in England with the corresponding economic processes 
in continental countries. The mutual connections between the 
various factors in this development — technical improvements, 
social institutions, supply of capital and labour, etc. are discussed 
No. 150. — VOL. XXX VIII. 
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and their relative importance considered. Are Public Debts to be 
Amortised? David Davidson. A sketch of a theoretical 
analysis founded on the classical conceptions of productivity and 
of money income. 

1927, Nos. 2-4. The Development of Wages in Swedish Industry. 
G. Akerman. From 1913 to 1925 the hour’s wage in Swedish 
industry and transport had increased by 163 per cent., while the 
costs of living had increased only by 76 per cent. As the improve- 
ment of labour efiiciency during the same period amounts to at 
most 7 per cent., w’e may estimate that the real wage paid for a 
working hour of given efficiency had enhanced by not less than 
40 per cent. Extremely high was the increase of real wages within 
local ind\istries and other trades outside foreign competition. In 
agriculture, however, the refil wages remained about the same. 
As is well known, Swedish industry during the last quarter of a 
century before the beginning of the war was in process of steady 
expansion, which as a natural comsequence involved an increase in 
real wages of about 10 per cent, in a decade. During the war the 
industrial expansion was accelerated, and because of that a con- 
tinual increase of wages w'as reasonable. Furthermore, the inter- 
national development of prices was advantageous for Sweden, as 
in 1925 the index-number for the prices of the foreign raw materials 
used in Swedish industry was about 130, wliile the index-number 
for the prices of the finished products was 165. These two fact.s 
together explain, according to the author’s opinion, about half 
of the increase of real wages. The remainder, and especially the 
large increase of wages within the local industries, must, on the 
contrary, be attributed to the strenuous monopolistic policy of the 
trade unions during these years, facilitated by the deflation of 
prices 1920-22. A consequence of the increased wages is that 
from 1920 the usual expansion of Swedi.sh industry has been 
rather deferred. A f\irthor result w\as extensive alterations of 
the technical methods of ])roduction in order to become more 
labour-saving. On an average there was in 1913 2-48 horse power 
])er workman, but in 1920 there w'as 3-19. Thus, the number of 
w'orkmen in manufacturing industries has diminished from 
417,000 in 1920 — when, however, there were great trade disturb- 
ances— to 392,000 in 1925. These limitations, together with 
the \isual growth of population, have caused a considerable 
])ermanent unemployment, wdiich in 1925 probably amounted to 
f roju 70,000 to 80,000 unemployed (as against a normal figure before 
the w\ar of about 25,000 to 30,000). The final cause for this extra- 
ordinarily large unemployment is monopolistic policy of the 
trade unions in order to raise the w'ages. Thus “ the Device of 
the Common Rule,” practised in this efficacious manner, has after 
some time appeared to be “ a Device of Restriction of Numbers.” 
The Effects of the New Gold Policy. David Davidson. The 
money policy practised by the United States during the last years 
does not seek. to maintain a stable price level, but to regulate 
credit facilities in such a manner that business and production 
may go on in a normal way. Another important })rinciplo of thi.s 
money policy is not to allow the gold supply in the U.S. to exercise 
any influence upon prices, rates of interest, etc. The possibility 
of carrying through this policy under various conditions is discussed. 
In the European gold currency countries, however, the jirico level is 
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not liberated from these influences of gold movements. If, there- 
fore, the normal relation between the price level in the U.S. and the 
price levels in other gold countries is disturbed, the effect is that 
only the latter price levels are compelled to undergo the changes 
which are necessary to restore the state of equilibrium. This 
fact is important if we consider that the process of rationalising 
production is going on faster in the U.8. than elsewhere. This 
tendency of sinking relative costs of production enables that 
country to retain a prosperous state of affairs during declining 
prices, while the pressure on the price level in other countries may 
for their part involve bad times until they are able to bring out 
the same improvements in their own production. 

1927, Nos. 5-0. Unemployment in Finland, 1920-1927. C. A. J. 
Gadolin. a survey of the general economic conditions in 
Finland during the period and some remarks tending to exydain 
the relatively unimportant extent of unemployment in Finland. 
(With two diagrams.) Which are in the Long Run the most 
Remunerative Objects of Investment : Shares or Bonds ? Hildinu 
Melin. The author makes an attempt to get a statistical answer. 
He examines, for the period 1909-26, sixteen representative 
Swedish joint-stock companies indifferent branches of indii.stryas 
to their dividends and to the changes of capital value of the shares. 
The result of this comparison is that investment in shares had 
turned out to be the more ])rofitablc. Money Value and Real 
Value, David Davidson. 8omc critical remarks on the fore- 
going paper. The value of money was higher in 1 90S than in 1926. 
If the value of money had fallen as much after the war as it had risen 
before (since 1908), the bonds would have had a nearly unchanged 
value, while the value of the shares would have fallen. 

1927, Nos. 7-9. Some Problems from the History of the Development of 
Banking. A. Montgomery. The great diflerences between 
countries as to the organisation of the credit and money market is 
due partly to the different stages of economic development ami 
partly to the difference of banking policy and other institutional 
conditions. The Monetary Policy of Europe. D.vvii) Davidson. 
The author criticises the proposals of the Genoa conference. 
conference assumed that a gold standard system of ])re-war type 
would be prevalent also after the Avar. It was not foreseen t hat the 
Federal llesorve Banks by their new monetary policy would prevent 
those changes of the price level in the U.S.^ Avhich under pre-war 
conditions should have been caused by the export and import of 
gold. The aim of the new policy seems to be the maintaining of 
normal conditions of production but not the maintaining of a 
stable x>rice level. The policy of the European countries, un the 
other hand is in a rather high degree still dependent on the 
Ibietuations of the gold supjdy. As long as this difference between 
the U.S. and Europe remains the value of the dollar will determine 
the value of gold, and via gold also the value of money in Hie 
European countries which have adopted the gold standard. Ihe 
discount policy of the Bank of England in 1925 is criticised. 1 he 
recent attacks against the Federal Reserve Banks are reviewed and 
criticised. The poAver of controlling the ]>rice level of other 
countries which the U.S. noAV posses.ses is limited by the volume 
of the gold reserve of the Federal Reserve Bank.s. The pre.sent 
discords between the U.S. and the other gold countries could, 
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according to the author, partly be avoided if the European Central 
Banks collaborated in creating a monetary policy of the same kind 
as that of the U.S. It is not possible to anticipate the result of an 
experiment like tliis, but undoubtedly it would bo worth while to 
try. Tlicn tlie U.S. would no longer have the power of controlling 
tlic Euro])can price level. 

1027, Nos. 10-11. Conjugal Fecundity in Sweden during the Nineteeyith 
Century. 1. Flodsteom. The author defends the hypothesis 
proposed by the late Professor Sundberg, that the difference as to 
conjugal fecundity in different parts of Sweden is chiefly due to 
racial differences. 

1027, No. 12. Studies in Central Bank Policy. {With special reference 
to the Dawes Plan.) David Davidson. A study (healing with the 
question of the best way of managing monetary policy in a country 
where the average rate of xu'olit is higher than in other countries. 
The view held by the (lerman Beichsl)ank as to the effects of 
foreign credit on the momdary conditions is said to be false. This 
view implies that under present conditions Cermany would not be 
able to regulate the price level by means of discount policy. 44ie 
error is due to a faidty conception of the great dilTcrencc betwecui 
the effects of foreign credit given to German enterprisers ami those of 
inflation caused by a low rate of discount in Germany. Tlie latter 
leads to a rise of the price level which is cumidative, the former to 
one which is inconsiderable and soon withdrawing. The former 
causes an excess of imports over exports wliich is lasting as long as 
the import of capital continue.s and, as distinct from the inflation, 
may be followed by an inflow of gold. (Jonsequently, in this case 
the rise of the price level is not dangerous but, on tlie coiitraiy, 
advantageous to the maintenance of the gold standard. Also 
it is ])ointed out that the discount ])olicy of the ( Vntral Banks 
under certain circumstances must be strengthened by special 
measures a.s to their policy of lending and borrowing and of buying 
and selling .securities. 
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TIIK INSTABILITY OF (^VPITALISM 

T. Economic. SinhiUhf under Static Condition.^^ 

§ 1. Ti[r nijiuy “instabilities'’ created by the War and by 
])ost-\var vicissitudes, whilst very properly euL^ngiug the attention 
of coonoinists in all countries both as to diagnosis and as to 
remedial ])()li'^y, do not, in themselves, [uavicut to science any 
new' or startling problems. Then^ is nothing strange in the fact 
that ('vcMits such as the breakdown of I’ussia or, gonerallv, 
disturbances arising from without the s])}\(‘r (5 of economic life, 
should adeet its sti’ucture, its data and its working. In tliis [)aper 
1 shall disregard them entirely, and deal rnendy with the (piestion 
whether or not the capitalistic system is stable in itself that is 
to say, whether or not it would, in the absence of such 
disturbances, show’ any tendency towards self-destruction from 
inherent economic causes, or towards out-growing its own frame. 
Th'c interest of such an investigation is ])rimai‘ily scientific; 
still, an answer to that (piestion is not without some diagnostic 
value, and, tluu’efore. not without some, if remote, bearing upon 
policy; esjieeially as there is. it si'ems to me. a marked t(*nden(‘y 
to n'ason upon post-war figures ami about post-war problems, 
exactly as if they reflected something like the normal working of 
our economic system, and to proceed, (ui this ba as. to conclusions 
about the system as such. 

Ry w'ay of ek'aring the ground, it may bo w’cll, first, to 
distinguish tlie kind of stability or instability W’c pro])oso to 
liscuss, fnnn other phenomena covered by the same terms, 
booking, for instance, at France, with her stationary population 
and enterprise and her vast colonial em])ire, and at the opposite 
state of things in Ftaly, the observer may well have an impression 
of instability — let us call it, political” instability — which, 
however, has nothing to do with economic instabilit}" in our 
sense; for in the ('conomie systems of tlu^so countries there 
might still bo perfect stability. Or if we assume a state of 
things in wdiich the whole of the industry of a country is 
No. lol. — VOL. xxxviii. 
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monupuli-sod by one .siii^de firm, we slioiild probably agree in 
calling such a system unstable in a very obvious sense — let us 
habt'l the case as one of “social instability ’’-whilst it coidd be 
highly stable economically. Instability in still another sense 
would obtain in a system, for which equilibrium wages were 
at a point lu'low what workiTs will i)ut up with —although tlion^ 
luad not be any tendency in the economic conditions tluunselves 
t<» produce any change at all hy the mere icorkimj of the .system, 
finally, special cases of instability may arise from j)arlicular 
inlluences from without, which cannot properly be charged to 
lln‘ <‘conomic system at all. Knglaiurs return to the gold 
standard is a casi* in j)oint. “Stabilising” the [)ound at what 
was, view(‘d from the standpoint of existing conditions, an 
artilirial value, naturally meant dislocating business, ])utting a 
])rcnuum on imports and a tax on exports, intensifying losses 
and unemployment, then'by creating a situation eminently un- 
stabh', r»ut this instalulity is evidently due to the act of 
politician^, and not to the working of the system which, on 
(he contrary, would have evolv'od a value of the pound exactly 
lilting th(' circumstances. In shoil, the economic stability w(^ 
mean, allhoiigli it eonlrihutvs to stability in otluT sense's, is not. 
'^ynenijinoHi with them, nor does it imply tluan. 'rius view' must, 
of c(tin>e, x'cm highly .su})erfi< ial to anyone who assumes the 
e.vi>leiice of as close a relation between tlu' ('conornic and othei* 
spheres of social life as, for instance, i\rarx did. As, howeviu*, 
it would be wast<' of tinu* (o ju'ove to Knglish reach'rs tlu' 
ii<‘ces>ily (it .separating tln'x' .sevc'ral sjdieres, I may coniine 
jiiVNt'lf {() tlies(‘ remarks. 

Secondly, Wv‘ have to define wdiat we mean by “ onr economic 
'Vstem ” : W e nuain an economic system eharaclerised by [)rivale 
pii)])erty (private initiative), by j)roduction for a market and by 
the piienomenon of en'dit, this ])honom(‘ii()n being the diffen ni'm 
distinguishing the '‘capitalist” system fj’oin other 
species, historical (jr pos.sible, of tlu* larger genus defined by (he 
two lirst characteristics. Although few things seem to me to bi* 
more tirmly estal)lisbed by liistorieal research than the fact that 
economic history cannot be flixided into ej)oehs eorrcspoiiding to 
<lilTerent .systems, it is still permi.ssi])le to date the prevalem'e ot 
ta])italistie methods from about the middle of tlie eighteenth 
century (for hhigland), and to call the nineteenth century mir 
efoy7/i/ the time of competitive, and what has so far followed, the 
time of increasingly ” tnostified” or otherwise “ organised,’ 

“ regulated,” or managed,” ea])italism. 
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Thirdly, capitalism may be stable or not, simply in the sense 
that it may be expected to last or not. Its history might be full 
of the most violent fluctuations or catastrophes— as it 

undoubtedly has been so far— and those fluctuations or catas- 
trophes might even be inherent in its working which precisely is 
what we want to form an opinion about and we might still, 
in a real sense, have to call it “ stable ” if w e have reason to expect 
it to last. Whenever we mean no more tlian this- tliat is to say, 
when wo merely mean to speak of the f[ueslion of what may l)e 
termed the institutional survival of capitalism, we will luaiceforth 
speak of the capitalist order instead of the capitalist system. 
When speaking of the stability or instability of the capitalist 
system, we shall mean something akin to what business men call 
stability or instability of business conditions. Of course, mere 
instability of the “ system ” would, if severe enough, thn'aten the 
stability of tlie “ order,” or the “ system ” may have an inherent 
tendency to destroy the “order” by undermining the social 
positions on wdiich the “ order ’’ rests. 

§ 2 . Tho Imsincss man’s meaning of stability we have now 
to translate into the language of theory. It will shorten matters 
and facilitate exposition if I state at the outset that, barring 
differences on a number of partieidar ])oints, the folh)wing remarks 
run entirely on Marshallian lines. Jhit I could equally wtII call 
them Walrasian lines. For within serious economic theory there 
are no such things iis “ schools ” or ditrorcnces of 2)rinciple, and 
the only fundamental cleavage in modern economics is bcdwcHui 
good work and barl. The basic lines are the sanu‘ in all lauds and 
in all hands : there are differences in exposition, in the manner - 
and mannerism — of initting things, for examj)le, according to 
the relative importance different authors attach, n^s])e(*lively, to 
rigour and generality or to vieinity to “ real life.” Then there 
arc differences in teciinique, the very greatness of Monger, 
Bohm-Fawerk and Wieser, for example, cemsisting in their having 
achieved so much with .such shockingly clumsy and primitive 
tools, the use of which was an iasurmountable bar to coiTcctness. 
There are, furthermore, differences in individual 2)icces of the 
analytic machine— as, for examifle, between the Walrasian and 
the Marshallian demand curve.s, or betw’een the role assigned to 
coefficients of jn’oduction re.spectively by Marshall and Walras — 
Pareto — Barone. Finally, there are differences as to particular 
problems, the most im2)ortant of wliich are the theories of interest 
and of the business cycle. But this is all. There is no difference 

in fundamentals —Clark’s i)roductivity or M alras’ equilibrium or 

bb2 
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the Austrian imputation or ]\rarsliairs substitution or AVicksell’s 
conipouiid of Walras aiul L^oolim-Bawork beiiv_5 all of them in the 
last amilysis the same tiling, ami all, in spite of apptairauees to tlui 
eontrary, equally tar removed from, and at the same time and 
in tlie same sense deseendants of. Kir-ardo’s ])atf‘lnvork. 

The economic system in tlu' sense of eonditi(ais and processes 
reduces itself for the [mrposes of Theory to a system in the 
^•cientilie sense of the word a system, that is, of interdependent 
(jiiantities -varial)Ies and parametcTs — consisting of quantities 
oi commodities, rates of conirnodities and juices, mutually 
(l(*termining each other. This systiun has been found to be stable, 
and its stability to lie aimmable to rational proof, under static- 
conditions. Xot as slabh', it is true, as economists would liave 
held sixty years ago, wluui most of tluun - nearly a, II, in fact, 
c\c('|)t the .Varxists --would Iiave most conrahmt ly asserted 
absolute' stability both of the capitalist ordvr and the capitalist 
sifsfcm : stability has fared v('ry much as tlu' theory of maximum 
satisfaction did, Ju.st as m'v. er jiK-th<ids. w hilst yielding correct 
]U’o<d’ of what th(‘y left of the (omj)etitive maximum, have 
consideiidily taki'ii away from its im])ortanc(‘, so similarly, whilst 
showing that we have, gen(‘ra.lly, as many e(| nations as wo havi* 
“unknown” (jiiantities, and tlu'refore a di'lermim'd state of 
eijuilibrium corrc'sjionding to a gi\en seg of certain data which 
turin out to be stabu' under apj)ro|)riate conditions, tlu'V hav(‘ 
also shown that the exceptions to this gi'm'ral (h'lerminatmiess " 
are c(>nsid('ra.bl(‘. IX en ajiart from ( ases sm h as tlu' jiossibility of 
the olT('r curv(' of la.bour ' curling ba.-k (*r such as tlu' case of th(‘ 
value of money in a systt'ui of biuu'tallisni without k'gal ratio, “ 
w(' have many instances uh(*r(' (*quilibrium cannot be said to he 
determinate. The ease wlu'ro both supjdy and demand ar(‘ 

ir. elastic. is an exiimjik'.^ It may be said, for example, that the 

^ 'lUiis, of coiir -c, (i<K’s not make f (juiiil)rinm oiUin ly iiulc n'l'iniiritc, ))Ut i>nly 
iruiUt's llic syslfMu liavo several, mostly two, UilTen'iit solul ions. 

It is w'ortii Mliili' eiii]>hasi.-.iiif]:, however, lliat tlu'i’e is lio iiKhteiminaUin .-.s 
wli' Ji two fir Jiion* e(iitmio(lit ies eirenJate as m<iney and e\ei\' I ransaetioij is 
eoneludcd speeii'ie.dl y in oiu* of (hem. 'J’lie in''tahility ofil\' arises if confrai Is ao- 
ill terms of “ money ' pn iua-tilly, so that p.iymeiit i-an hi' mudv' in any of t}io-,e 
eommoditie,-;. 

^ AnorluM' ha^ hiM-n pointid out hy W lek.sell. Cildinrl imd (! t.U rpri : 

If eiieihcieiits of |ii(i<lii< (ieri lie e<iii-(aii( .in«l if tin re he ii<i alliTnal i\'<' use for the 
faelors of prodiu lion tin ir quantity bi'injir, moreover, fixed -then there would 
he indetenninatt‘ne^.s of (heir shaiv.s in the jiroduet. Still otliiTS hnvo been 
ilisf ussed hy Marshall, Kdeeworth, Tali'*, sit' Market Price Deti'i’minale ‘i 

fjuar/t rlij Jounuil (ij Idcouomirs, l!t21, and Divisia {E('nvn)n{'jii(' rutionmlU’, P.r2S, 
j>. 410: This ease of indeterminnteiies.s an.'-es only from tlie nhseiico of any to*'' 
marginal utility of money. Jt has heeii pointed out before hy Prof. Casscli (Uid 

is, of course, easily rcmc'died.) 
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Jiomo demand for wlioat in the United States is highly inelastic 
within a considerable interval of jiriee. Supply, again, though 
very variable, is ecpialiy inelasticr- if i|, ho permitted to apply this 
term to supj)ly for shortness sakf^- -uii hin intervals of time too 
short to allow for (‘xtension or eont racUon of acreage; and this 
may, perhaps, partially explain the insta-bility of American 
farming. 

]]ut although illustrations of this and ntln-r (\-ea's a])Ouiul, tlu' 
deterniinateness of static ecfuilibrium under < ompetitive condition-; 
is yet ;i brnad basic fact, and this ecpiilibrium is stable*. ])r()vid(*d 
that- su[)ply pric(* 1 the price of “willingness to sell” is an 
increasing function of (piautity of produ-l. d’hi^ condition rests 
on the fundamental fact that flu* (‘\l'*nding of production l.‘v 
a-ny given industry iiksihs w itlubaw ing (juanlitics of factors of 
production from increadiigly “ iinpoi tant ” other uses, whi.-h. of 
course, does not show' within siugh* firms - any more than tla^ 
intluence on demand |)iice of increc.'-^ing output shows within the 
field of action of single lii'ins in a state* of ])urc competition - 
but is y(*t the force tin* balancing of which against decresa-^ing 
marginal utilities of pro<iu‘d' dibcrmiuc^. (la* distribution of 
resoureos bad ween industries. There is, it is true, an iiitcrva,! 
lor pia( tieally e\ er\ imlu>try in wliidi this eoiidilioii is not 
•sati^lied, owiiig^ to the teiidcmy which it cmh(;di«'s laing o\(*i'- 
comp(‘iis;'.f ( d I)\- tixed co.-(s di.^t t ihutin;; t luan.-cK c,; o\ cr an 
iiicirasiiig mim!)(*r of units of product. As loier a.s this is lla* 
case, th(*i’(* (suinot- lu* a point (d stable c(piilihrium.- Hut the 

' The - u] i| •! V .‘'. lu’tliil'' lUf.'Uit Ix-i'c !.-> the .'-fric'; (»r pricc^^ at wlinh. 

'.'iven the iiifthnds of prodir tioa actually in u .* atal < lehoUiial itj j>ljints an- 1 

liinler c'lA'cu ireneral coiulitiori^ ai d li.ule pi.uti'iw ihc n -p* ctiv'e f|UMutifies of 
pi'oduef ^vould hi* fori hroTuitJtr, 'I’he .^ihidul-', fh. r, fore, lofirs. iii an oh\'ioiH 
'«-n-e, to a point <'f tiuie. If <|o, s not, ho\'(‘\i'r, take iu-(ouiil of chuiuM' eeiair- 
n-iu'i^w Mieli as momentary marl\< 1 it iiat aai-, on the one lau'd; anil it dors imt, 
oil the other liand, lake aei-oimi of any hut m.u'’iuid .ulju-tm uO, mjxtfd' -g 
b'Ini/ (ii com j'dSi (I ii>(o iii/imti ■•>t)nol sft jis : >o it miLht he calli d a ."h ift [w riod, 
normal. Hut the (-hje < t ions, to this ■would !•<’ the imphiatiou oi the I'xi-to'iee 
of Home htiiLT-jH-riod normal and, he.'^ide"', thi' i mplia.-is \vlii< h thi.s manner of 
('\'pn*HHioii lays < HI 1 he elriucnl «)f t iim , ■\^ hil 'I t he im[M>rl ant t huig is not the la pa.' 
of liini' as sueh, hut what hapi»ens duriiu' it . 

“ Not I'Veii if, in the I’anuli.sr ilhi'^traliou, the demand curve cut tin' supjily 
curve Tiejial ivi'ly. V'or i ven th«'U it mu^l lu' (u llu' intcn vt of cvery ^illKl»' 
prf'ducer. who < c In/jK.fhf si m-idccta the inllui nec t.f lu.-^ own ai t ion on ]irtce, to jfo 
on producing in thi ^ ca'-i'. W hiKl t lii-' last.--, t la rt' i.a nioiu no ct tow ards ( ([iii librium 
(and this <ii>t inumi.-lu s this < a; «* of “ in<-r< asin-r returns” fimdamcntally from 
others), but not equilibiium it m Ii. Whiht ulla r cime;. of tin' (a.iu{)ound « allcd 
ima’i'asin^ n turns ' vir* s in 'o>if<‘>'t < undo, and I lit n by may lead up to a mono- 
poly, lids oiu' ran hartlly t.h> so. It may oltcr, however, in-'te.iiees of iiieieU'^ing 
cost fe>r an industry ns a whole in tin* fare of tlie presence ol deereasing iiidt cost 
m evt rv siiiglc linu. 
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(‘flVct of (his spoiuls itself necessarily and, therefore, stable 
(M|iiilil)riiiin Mill iicatiM heless eventually emerge, although there 
iney. and often will, he a jirior instability — instability of the 
kind uliieh is one of the sources of what is called “over- 
})roduction.” 

Any other cause of “increasing cost” is excluded by the 
stalic hy|)oth(‘sis. the justification for accepting such an arrange- 
UKMit IxMug that it separates clearly difTcrent sets of phenomena, 
which stand in need of dilferent treatment. Innovations in 
pioiluctive and comnuTcial methods, in the widest sense of the 
term including spia ialisation and the introduction of ju'oduetion 
on a scak' dillVreiit from the one which ruled ])eforc - obviously 
aller tlie du/u of tlu' static sy:^tem and constitute, whether or nob 
iIk'v have to do with ■’invention,” another body of facts and 
|•|•nhl(.>^ls. And so does that part of “external economies,” 
V. liich is i('])restMit('d by such instaiu'cs as the trade journal, the 
bureau of standards, the t»ooling" of reser\ e stocks of materials 
incid('nt to the pn'.senee of a large market in them and so on. 
'th(‘ reader is asked to stay judgnuMit about the exclusion of 
the^o things until later. Here it is oidy necessary to point out 
fhat we should have to emj)hasizc the heterogeneous nature of all 
tlu'se pIicnonuMia the \(‘ry moment we included them. In any 
ccisc should have to recognise that tlua'c is no “law of 
di'cnasing cost” of the same kind as, and symmetrical to, the 
law of increasing co-^t.^ 'bhe relation of the two can, ])erhaps, 

b(-'^l , ccn by means (»f the analogy with tlu^ “dmnand sid(‘. ” 

' I’lV law (if i/ir n iiicaii four things ciUiri’ly of 

0110 nuo()iri’ : \vc limy, ns nbo\t', what is ul (In* v»'ry ossonro of tlm 

' >nii( .nnc prorcN-^ mikI, iu< {•*(■< I, only .uiot Ini’ way of tho law of sat iahlo wants, 

fh.it till- .'i^niilirani f of siavcs^ivo Uo^^os <if moans of yn oi.luct ion must alway.-i 
Oil ii a-r »!'. llicy aio ilr.iuii inti) any oia* iialu.stry for tlio rrason that tlioy an* 
uiii.illv or >litu.illy t.ik'ii away from ollnus. SiT«»7ulIy, wi^ may, as pointoil 

0111 Id ioit . mi ,in fliat diy-o.s of any ono fai tor of prodm-tion nyiiilicd 

1" a I'oii't int (pi.inl)l\' of tla' olhor.s >i« ld a dof•Iva^■m;^ [ihv.^ical iiu‘ivuu-nt 
<t pi'idoit, ovnvtlim^, 1 ’^ jit’cially nulhod, n*mainin^ tla*. saiiu*. 'I'lio ino.d 

pMi Ii'mI \\a\' of m.'lvino u.s<* of thi;^ propo.-^itioii is to ron^iilcr a phoi!, 

! inliodx iiif^ both a tuvon m''lli()d of prodmtion and an inolastic sot of suyiplo- 
luoi.l .li \’ fo.',! a nd to \ aiy oloinouts <»f yirimo oo-^t (»no at a liino. 'I'liis is poi'hap ! 
fill- tool \\o baw to doal witli thn rmilino work of tla* nmua;.,M‘mont of i 

inyli* firm, ft lia-', liowovcr, nothin}^ whatovor to do, tliirdly, witli a i-ommunll; 
1)( jfi^' driven in tlio pniooss of expansion of prodiiotion to exploit h'ss and lo^s 
I'Ttilo jirodiiotivo ojijiorl iinitios. This has boon woll statod in I’rof. Sraffa’s acuto 
<udy, ■■ Kt la/ioni fra o(»sto o (juanlita fn’odotfa,” Anuali di Kronottudy 192."), 

< pilonii od in an artii lo in this .)o\irnal. Docomb'or m2t), and oommontod on by 
l*i"t. l*ior)u in tho i.-suo fur Juno 1|)27. And, fourthly, llioro is the y)rop]K'vy to 
will' ll Hioardo uwts tlu’ oyiithot of possimist, that iniyirovomonts (in agricultmo) 
of pro'hu tivo inothods will in the long run fail to counterbalanco increasing costs 
in tho feoooiid and third sense, in case population sliould koey) on increasing. 
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of the problem. Empirically we evidently could arrive in very 
many cases at demand curves which would slope upwards instead 
of down (cp., for example, Prof. Moore’s demand-curve for pig 
iron). And there are, of course, very many similar cases, the 
special point of interest about the pig-iron curve being the fact 
that its periodicity is indicative of the business cycle. Nobody, 
however, thinks less on that account of what is universally con- 
sidered to be the “true” slope of the theorotk? demand curve. 
Everybody, on the contrary, recognises that what happens in 
su(di cases is a shifting— by which term we mean to cover 
inexactly not only displacement but also distortion -of the 
tlicorotic curves, every one of wdiich rc'tains its fundamental 
characteristic in obedience to the “ law ” it has been constructed 
to represent, and that any curve displaying a positive slope is 
merely a statistical ^ or historical curve lilted through a family 
of successive theoretic ones. The same applies to— if I be 
permitted to waiivc for the sake of shortness the objections to 
speaking of so doubtful a thing— supply curves. There is only 
one theoretic supply curve; and it slopes upwards in all cases. 
Changes of data do not make it slope down, but sliift it, or, more 
correctly, break it ofl’ ^ and start a new one. And through these 
changing ])ositions — in all of which these curves retain their slope 
and meaning- -we may, if we so clioose, lit. historical curves, 
which will certainly often slope down. They will, in fact, display 


^ Tht'‘ thoorctiV curve can, of course, be (t-tiriniiK'd sfatistically wilhont 
(Casing? to bo a theoretic curve, the above jli^^tinction not turning (jn the fact, or 
possibility, of statistical (Ictcrininat ion, but on A\lictlu r or not the curve ( xpressos 
or illustrates a thcoron, tlicrcby acquiring logical unity as (listinguishc'd fnaii what 
could bo toriiK'd “ descrijitional ” unity. Now I am far from overrating tho 
importanco of this distinction : On tlio ono band, llicory it^lf is only a way of 
describing facts; on tlio other liaml, any dcscriptional unity may, by some 
progress of analysis, turn into a logical unity any moment- in fact, tho 
frontier Ix't ween tho two cordinually shifts in tho progn'ss of scicnco. Hut this is 
Tn) roasori for simply ignoring it and for co-onlinaling things, which do not stand 
on (ho sumo plane. 

This links \ip with another distinctum, tho importanco of which is host soon 
hy means of an cxarnplo : Von Hiihm-Hawcrk's theory of intmvst stresses tho 
importance of the “ rt iindahout ” iiroccss of production. Hut it is not tho 
rutniinfjoi production of a given degreo of r<aindaboutncss which matters, but the 
oct of introducing greater “ roundaboulno&s.” There is a drop -in its nature 
iliscontinuous, irregular, “ iinprcdicf able ” and “historically” unique in costs 
tlio moment production starts on tho now plan (on ntiji successful now plan, no 
matter whether it involves roiiiulaboutness or not), but there is no furthiT and 
continuous saving of costs per unit of product in tho running of it. (jcncrnlising : 
Changes of data may be represented by linos connecting tho displaced and distorted 
theoretic curves. If thi'y are small and frequmit, these lines may themselves 
look like our curves. Hut they never arc theoretic curves and liavo not, in tliis 
sense, any theoretic meaning. 
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no regularity at all. It may not even be quite easy, in some eases, 
to guard against tlie supremo misfortune of total cost being 
actually smaller for a greater output tlian for a lesser one, for 
changes of data, once admitted, Avould sometimes produce this 
n'sult, which could not, in comj)etitivo circumstances, be handled 
by assuming that the huger (piantity would be produced l)ut 
] ) ar t ial ly ( 1 es tr oy e d } 

There is nothing new or startling in thus limiting the scope of 
tins part of our analytic engine. In fact, we are doing no more 
than to sum up wliat has Ijcen an unmistjika])le doctrinal tendency 
ever since it came to be recognised, lirst, that increasing cost in 
the sense of decreasing physical response to ])roductive elfort 
applied to a constant (piantity of one of the fa<*tors is no peculiarity 
of agriculture, but a general phenomenon- a ])henoinenon which, 
given the same conditions, ajiplies to all kinds of production and, 
given otlu'r conditions, does not apply even to agriculture; 
secondly, that there is a more fundamental tendency at Avork to 
make the sc'cond derivative of total cost with r{‘sjK‘ct to output 
]Aositive, and one wliich has nothing to do with tlu? }>hvsical “ hiAv of 
decreasing returns,” whence tlu' dilUculty of tilling certain emi)ty 
boxes. AVe are merely (‘linching, on the one hand, vhat seems 
to us to bo the true real-cost -phenomenon, and, on the other 
hand, what s('ems to us to l.>e both tlu' meaning of economic 
“statics” and the nature ol static equilibrium. That this is 
])erfectly in keeijing with the fundamental drift of .Marshallian 
analysis, T will try to show in a footnote.- 


^ Cf. Jl. iSrhult/, Tlir')ivti<al (.’un^idirationsKelalin^ to Jou nut I f>J 

roUticdl K(:o)tO}nij for Aucict 2!>, j). 441. Tlicrcfon^ tho assunji)(i()n 

(lx 

roiimin.s arbili.'H’V, unlf I’i'iiifoi’fcd Ly criterion 

<l.c ,v 


- Mar-.liall indeed, rcjicati dly [)roU\'-Js ji^ndn.st. llio limitations of llio sl.'dic 


ap]»aratiJs fcf. csprcially a letter of Iji.s to Prof. Ji. L'lark). Now if it wciv 

true tliat reasoning' by means of it is *’ too far reinove<l from life to bo useful, ’ tln u 
tla* c^roater ])art of the* analysis of tiu' I’riiicijflcn would be useless— us would be tin' 
greater part of any exact seieiiee : Eor Murshalluin analysis rests just as much on 
static assunij)tioiis as Prof. Clark’.s stnictun?. lUit it is not true. There is 
nothing unduly ubstraet in eonsiihuing tlie pljenoiiK'iia ineidi'ut to the running of 
('(•onomie life under given conditions taiken by themselves. On the contrary, il 
moans giving this class of problems the treat inent they require. And Marshall 
himself has contributed substantially to tho p»Tfcetion of this treatment by 
forging such invaluable tools as liis eonbiiiiuT’s surplus and Ins quasi-rent. He 
lias, furth(‘rmore, made; use of static as.suinption.s both in Ijis theory of distrihut ion 
and in tho fundamentals of his c.atal lac tics; in fact, in one decisive point, when 
dealing with refinoments calling for rigour of analysis, he has conlined his argument 
to increasing cost. And ho lias, finally, himself insistetl on the irreversibility ot, 
and on tho diflicidties poc.uliar to, a declining supply curve, and come, in doing 
very near to saying niueli the sumo as what has been said above. Loyally to 



1928] 


THE INSTABILITY OF CAPITALISM 


369 


§ 3. There seem to be, however, two other sources of instability 
duo to indeterminatoness within the precincts of the “static” 
system. By universal consent, single monopoly yields deter- 
mined and stable equilibrium, but dual and multiple monopoly, 
or, generally, the case in which firms can and do take account of 
their own influence on price, is held, by very high authorities, to 
fail to do so. Cournot’s treatment and the objections raised 
against it, first by Bertrand and then by Edgeworth, are well 
known. As this case is not only more important practically 
than either of the cases of “free, pure or simple” competition 
on the one hand, and of single monopoly on the other, but also 
the more general one in a theoretic sense — for the competitive 
hypothesis is, after all, an additional condition and very much in 
the nature of a crutch — the breach in our wall seemed a rather 
serious one. To clear up the matter has been one of the last of 
the many services Knut Wicksell has rendered to science.^ 

tradition, aversion to appearing too “ theoretical ” — wliieh carried so much 
weight with him — and that ten<lency of his, to wliieh wc owe so much in other 
respects, to take short cuts to the problems of practical life, may account for his 
not taking the final step and for what I cannot but agri'i^ with Mr. Keynes in 
considering the least satisfactory part of his analysis, successfully assailed by 
Prof. Sraffa. This entailed a string of eonsequenei's, but fundamentally what wo 
have said is but a development of a trend overlaul indeed by other things, but yet 
present in the Principles. 

Wo may add the weight of Pi of. Pigou's autliority. For in the article 
quoted in a previous note, ho excludes, for iho sake of “ logical coh('rence *’ of tho 
rost function, the bulk of tho^e phenomena, wliieh we ourselves propose to 
exc lude for tho same reason. He, indeed, oven rules out what we have called tho 
fundamental law of cost { c) > O). Hut this ho does merely on tho tot hiiieal 
ground that it is “impossible to eonstruet a cost function'’ in the event of 
changes in tho relative values of factors of production Ixang liable to occur in 
eonso(juoneo of changes in tho scale of jiroduetiun of an industry. On tho other 
hand, he doos not entirely rule out external economies. But what Iio retains of 
thmn are merely “variation.s in airgregato costs associated with, and due to, 
variations in tlio scale of output ’’ {l.c. p. 189) ; and if wc in.-ert, aa we must, the 
word “automatically’’ in this sentence, very few, if any, cases will he found to 
answer the criterion, as has been pointed out by Prof. Young [Quartcrlif Journal 
of Econom ics, August 1913, p. 078). Of course, expansion and improvement are 
closely allied in real life. But, as wc shall try to ex[)lain in the text, the main 
causation is tlie one from improvement to expansion and cannot adequately be 
dealt with by static analysis at all. Jf this be correct, Prof. Pigou’s position will 
bo seen to approach closely the one taken up in tho text, if the reader take hold 
of the fact, that economies, l)efore becoming “external,” must generally be 
internal ones in some firm or firms of tho same or some other industry. 

I do not mean, furthermore, to raise by what I have said objections to the 
attempts to determine cost functions statistically. On tho contrary, I am a 
humble admirer of tho pioneer work done by Prof. H. L. Moore and his followers, 
even though I bog leave to point out that to speak of “ moving equilibria ” may 
prove misleading, in tho face of the fact that what really happens is destrtiction of 
equilibria in tho received meaning of this term. 

^ It is with reluctance that I contradict tho groat shade of Edgeworth. But 
there seems to be no warrant to assume indeterminate ness in tho case of what 
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The simplest form of the second case of what I call 
“ corrcspcctivo prices” is presented by exchange between two 
monopolists. It is again Prof. Edgeworth’s authority which 
accounts for well-nigh universal acceptance of the view — first 
expressed by him in his Mathematical Psychics — that there is 
indeterminateness of price within an interval (on the contract 
curve) which must in general bo considerable. Ho oven went so 
far as to describe the state of things in a trustified economic 
world as a “ chaos.” Here, therefore, is a rich source of instability 
opened up. Naturally, any theorist might well bo tempted to 
link up what instabilities he sees with this possible explanation of 
tliem. Nor can we reply by pointing to the fact that prices fixed 

Prof. Pigou rails Monopolistic Compotition. Taking into consideration tho 
limiting instance only, that of Duopoly, which can bo easily generalised, and 
assuming both coinpi titors to bo in exactly tlio sarno position, wo are, fir.^it, faced 
by tho fact that they cannot very well fail to roaliso their situation. But then 
it follows that they will hit upon, and adhere to, tho price which maximises 
monopoly rovemio for both taken together (an, whatever tho price is, they would, 
in tho absence of any preference of consumers for cither of them, have to sham 
equally what monopoly revenue there is), Tho case will not differ from tho case of 
conscious combination — in principle*- and bo just ns determinnto. Tho only 
other alternative which presents itself in tho absence of any hope of driving tho 
competitor out of tho inark('t, is best “ visualised ” by starting from one mono- 
polist controlling tho market and then introducing a second one (Cournot’s 
procedure). It is [xu-haps more “ rcalisti(5 ” to assume that tho first moiiopolii-t 
will not, as would bo to his ultimate advantage, readily surrender half of his 
market to tho newcomer, but that tho latter will have to force his way in. And 
this case is equally determinate, as has Ixh'h shown by Wicksell in his review 
article on Prof, llowley's “ (groundwork ” {Kkonomish TiJ.skrift, 1925, and 
ArcLiv fur So:i(tlir{sfinisrhaft, 1027). Taking, ns tho unit of tho price p, that price 
at which tho output would lx* zero, and, similarly, as tho unit of tho quantity sold 
j', that quantity wlr'eh could Ix! disposed of at the price 7,cro (hklgoworth), w'o have 
p -■ 1 — a?. A single monopolist would, if there are no costs, maximiso px and 
charge a j)rico of i, selling J. Tho second man, liaving to face this situation, will 
obviously maximise hi-t output, x, imiltipliod by price— tJiat is, x^p =- ^2 (i ~ •^ 2 )* 
and, therefore, sell Wlnu'cmpon the first will have to readjust his output, aT|, 
and to olTor ^ and so on. This finally leads to a limit at tho price of }, when 
each of tho two sell J, the price being higher and the quantity sold smaller than 
under competition. There is nothing absurd in this. It cannot l)e objected that 
neither of the two competitors is justified to assume, in deciding on how to 
adjust his output, that tho other will stick to his. For no such assumption is 
really involved, tho above argument aiming only at d(>8oribing tho proet'ss of 
Idtonnemcnt, out of which tho equilibrium price is finally bound to omorge, and 
things would remain substantially tho same if some of tho steps were to drop 
out — just as tho equilibrium of perfect competition does not necessarily come 
about by every one of tho theoretical steps of bidding actually taking place in 
practice. Nor can it bo said that the two monopolists would, on reaching what 
we have called tho equilibrium price, try to retrace their steps. For neither 
of them could do so singly without losing his customers. They could do so only 
together — the care would become one of single monopoly. Tho same result has 
been independently arrived at by Dr. Chamberlin in his Monopolistic Compchtiou, 
as yet unpublished. 
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by trusts display in many and important instances much less 
fluctuation than could bo expected under competitive con- 
ditions; for non-cconomic forces, pressure of public opinion or 
fear of government action, for instance, might account for that. 
And the authority of Prof. Edgeworth has been reinforced by the 
not less weighty authority of Prof. Pigou. 

Now it is perfectly true that there is, in this case, just as in the 
case of one-sided monopoly, much less gnarantee of a tendency 
towards equilibrium prices actually asserting itself. Wo have 
much less reason to expect that monopolists will, in cither 
case, charge an equilibrium price, than we have in the case of 
perfect competition; for competing producers nvid charge it as a 
rule under penalty of economic death, whilst monopolists, 
although having a motive to charge the monopolistic equilibrium 
])rice, are not forced to do so, but may be jwevented from doing so 
by other motives. Furthermore, it is quite true also, that sucli 
things as blufling, the use of non-cconomic force, a will to force 
the other party to their knees, have much more scope in the case 
of two-sided monopoly — just as cut-throat methods have in the 
case of limited competition— than in a state of perfect competition. 

But there is yet more than academic interest in stating that 
our theory does not break down at this point. Equilibrium is 
({cterminatc even in this case — even if we take so extreme an 
instance as a trade union comprising all the workmen of a country, 
quite sure of the allegiance of its members, capable of preventing 
immigration from abroad or from other strata of society, and an 
employers’ union similarly constructed. Tf we assume that each 
party has a definite monopoly-demand-curve and knows tlu^ 
curve of the other; that each party wants to get the best terms 
it can — the workmen’s union olTcring varying amounts of labour 
and providing for those of its members who may liavc to be kept 
unemployed— without attempting to attain victories or to inflict 
defeats; and that the contract is to cover the whole period of 
account (the “ uno acln ” condition), then the barter point between 
the parties is perfectly determined, and not only the range witlnn 
which there will be barter. It could be indeterminate only for 
reasons which would make the case indeterminate also in 
competition. Nor can it be held that the assumptions alluded to 
are so very far from reality. They are, if anything, nearer to 
reality than the assumptions implied in the idea of theoretically 
perfect competition : It is, for instance, much more common than 
observers boliovo whoso attention is naturally focussec on 
abnormal cases, for employers and workmen to meet in precisely 
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the frame of mind assumed, and to view with misgivings all the 
economic, political and social risks of holding out or of a struggle, 
which may turn out bad business even in the case of success. By 
proceeding by way of Walras’ prix crie par hazard or simply by 
inspecting the two schedules plotted against one another, our 
statement will too readily be found to hold good to make it 
necessary to give formal proof. ^ 

§ 4. So tlicre is rather more of stability about the economic 
system than we should expect on most of the authoritative 
statements. But how much this amounts to, depends entirely on 
the nature of that other restriction, which we liave introduced 
alongside of the competitive assumption just discarded : the 
“ static state,” whicli we dcline both by a distinguishable set of 
facts and by an analytic apparatus or theoretical point of view. 
The set of facts consists in the sum of operations which form the 
essence of the ever-recurring circular process of production and 
consumption and whicli make up a self-contained whole. It is 
no valid objection to say that this process cannot be thought of 
ijidei)cndently of growth or, generally, change. For it can. 

‘ Tho well-known iMlgewortliinn upparatiia commonly used to i)rovo llu’ 
contrary merely yliows that tho denunts dt scribed by it do not siiflieo to dot(’nnino 
morn than a range. Prof. Bowley in his “ Groundwork ” reaches, in d<uding it li 
tho case of ono employer and ono workman, tho result of iiu'oinpatibility of tlm 
respective maxima only by implying that tho workman could produce tho ]>roduet 
by himself. Tho “Groundwork” coutaiius, however, two most suggestive 
np[)roachc.s to the problem of universal monopoly, tins (jik* embodied in a note 
carrying (liat title, tho other leading to the theorem that there is deterininatene.'-s 
in tho case of cilfur tho products or the factors — but not b<jth of them being 
monopolised. Arguments analogous to' those of oitr text seem to show that at 
least tho same sort of iloU'rminateness obtains in tlieso cases too. 

* This stability is of tho same nature, and its exact proof of the same value, as 
the stability of any other exact system. Of course, it is compatible with a lnrg(^ 
amount of instability in tho actual phenomenon. Part of this instability is un- 
important, both for theoretical and for practical purposes; another part, wliilst 
firactieally import »int, is yet uninteresting in a tliseiission of prineipJefl; still 
anothe r, however, has, as wo shall see, both practical and tlu'ondical importnucc. 
None of tlicso groujis of cases affects tho fundamental imporfanco of exact 
proof of stability in the sense meant, as would be obvious cverywhero except in 
economics, where tho sterility incident to tho pn'valcricc of interest in (lie 
“ practical problem ” lias yet to bo ovcrcoino and where scientific rofinement is 
still an opprobrium. But it must bo borno in mind that our arrangement excludes 
all important cases of determined but iin-,table equilibrium. Por tho above 
argument, tlierefore, and within our meaning of toMiiis, deterrninatoness spells 
economic stability under static conditions, altlioiigh, of cours^e, these two things 
do not coincide logically and always require separate proof. Tho shortest way 
to satisfy oneself on this point is by verifying the statement, tliut of all eases of 
ecpiilibrium known to Marslialliun analysis, only the stablo ones remain— apart 
from chance equilibria which occur during tho process of Walrasian tdtonnement 
—for a static theory ns above defined. Correct proof of this stability has not 
been given so fur, but does not seem to meet with any great difliculty. 
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Just as a child’s blood circulation, although going on concurrently 
with its growth or, say, pathological change in its organs, is yet 
capable of being singled out and dealt with as a distinct real 
phenomenon, so that fundamental circular process can be singled 
out and dealt with as a distinct real phenomenon, and 
analyst ^ and every business man does so deal with latter 

realising that it is one thing to figure out the outlay on, and the 
income from, a building in given circumstances and another 
thing to form an idea about the future prospects of the neigh- 
bourhood, or that it is one thing to manage an existing building 
and another to pull it down and replace it by another of a different 
kind. Nor is our analogy with the circulation of the blood idle. 
For the first complete analysis of the static economic process, 
(Jucsnay’s, was directly inspired by Harvey’s discovery. The 
analytic apparatus or theoretic point of view of statics is prcvsentctl 
by the concept of a determined equilibrium, the use of which, 
however, is not absolutely confined to the explanation of the 
circular process, as temporary equili])ria occur outside of this 
process. 

Because a set of facts, which form a cohoicnt whole and are, 
in many cases, capable of statistical separation from the rest, 
corresponds to static theory, the static state is not merely a method- 
ological device, still less a pedagogical one. And its range is 
much widened by the fact that it is not a state of rest. It is first, 
of course, no state of absence of motion, as it implies the ever- 
changing fiow of productive services and consumers’ goods, 
although this fiow is looked upon as going on under substantially 
unchanging conditions. But, secondly, conditions need not be 
(mtirely constant. We can allow seasonal oscillations. We can 
also allow, without leaving the precincts of statics, chance varia- 
tions, provided reaction to them is merely adaptive, in the sense 
of an adaptation capable of bciny bro-ojhl about by infinitesimal 
steps. And we can, finally, deal with the phenomenon of mere 
growth of population, of capital and, consequent thereupon, of 
the National Dividend. For these changes occur continuously, 
and adaptation to them is es.sentially continuous, i’hcy may 


1 Of course, only a minorily of economists are awaro of tho fact. And some 
of thoeo who are, spoil tho edgo of tho tool by speaking? of a stationary state. 
Some of these, again, construct a state of harmonious progress to occupy the 
ground between “ statics ” ami v^hat too obviously lies outside of it. J hero is no 
objection to such a construction. Ihit it i.s not always recognised that, owing 
to tho fact that it implies consideration of long periods, the “normal,” which 
pertains to it, is much bolder and much more dangerous an abstract ion than tho 
static ono. 
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condition discontinuous changes; but they do not, directly and 
by their mere presence, bring them about. What they do bring 
about automatically are only variations at the margins. ^ Increase 
of population, for instance, will, by itself, merely tend to make 
labour cheaper, and diagnosis of the state of any particular nation 
in any particular point of time will have to recognise this as a 
real and distinct clement of the situation, however much it may 
be compensated by other factors. From this it follows that 
mere growth is not in itself a source of instability of either the 
System or the Order of Capitalism, within the meaning given to 
“ stability ” in this paper. This disposes of some, if not most, 
theories of “ disproportionality,” past and present, and gives 
further help towards “ localising ” causes of instability. 

IF. SlahiJily and Progress 

§ r>. Tliis iniglit very well be all: Economic life, or tlio economic 
(‘lement in, or aspect of, social life might well bo essentially 
passive and adaptive and therefore, in itself, essentially stable. 
The fact that lleality is full of discontinuous cliange would be no 
disproof of this. For such change could without absurdity be 
explained by influences from without, upsetting erpiilibria that 
would, in the absence of such influences, obtain or only shift by 
small and determined steps along with what wo have called 
continuous growth. W'^e could, of course, even then fit trend lines 
through the facts succeeding one another historically; but they 
would merely be expressions of whatever has happened, not of 
distinct forces or mechanisms; they would be statistical, not 
theoretical; they would have to be interpreted in terms of 
particular historic events, such as the opening uj^ of new countries 
in the nineteenth century, acting on a given rate of growth — and 
not in terms of the working of an economic mechanism sai generis. 
And if analysis could not detect any purely economic forces within 
the s^^stem making for qualitative and discontinuous change, we 

^ Altlioiigli, tliercforo, even these irifluenees do not work witliin a given stale 
of oquilibriiiin and do not tend towards a given cenlro of gravitation, but displace 
this centre and propel the (^eonoinie orguntsin away from the old position, the static 
apparatus is admirably competent to deal w ith them. Treatment of such quc?ation8 
lias b<)on called “ dynamics ” by some uuthoritio.s, foremost among whom wmxs 
Vj. IJarone. It would, jx^rhaps, Ix) be.st to drop tho terms statics and dynamics 
altogether. Certainly they are misnomers, when used in tlio sense given to tluun 
in the text, and care should bo taken not to think of them by way of analogy with 
their meanings in mechanics and not to confuse the different meanings attached to 
them by dilTerent writers. All tho dilTeront meanings, I suppose, load back to 
John Stuart Mill, who owes tho suggestion to Comte, who, in his turn, oxpressc^l 
indebtedness to tho zoologist de Blaluvllle. 



1928 ] 


THE INSTABILITY OP CAPITALISM 


375 


should evidently be driven to this conclusion wliich can never 
lack verification, as there arc always outside influences to point 
to, and as a great part of the facts of non-equilibrium must in any 
case be explained largely on such lines, whether there bo a definite 
piece of non-static mechanism in thorn or not. 

Now it is always unsafe, and it may often be unfair, to attribute 
to any given author or group of authors clear-cut views of 
comprehensive social processes, the diagnosis of which must 
always rest largely on social vision as distinguished from provable 
argument. For no author or group of authors can help recog- 
nising many licterogeneous elements, and it is always easy to 
quote passages in proof of this. The treatment of the history of 
the analysis of value, cost and interest alTords examples in point,^ 
and it must bo left to the reader to form his own opinion about the 
correctness or otherwise of our thus formulating wliat seems to us 
to be received doctrine : Tndustrial expansion, automatically 
incident to, and moulded by, general social growth— of which the 
most important purely economic forces are growth of population 
and of savings — is the basic fact about economic change or evolu- 
tion or “progress”; wants and possibilities develop, industry 
expands in response, and this expansion, carrying automatically 
in its wake increasing specialisation and environmental facilities, 

^ As a matter of fact, tliis is what the ])osition of oiir liighost authorities comes 
to. It is certainly the position of Rioanlo and John Stuart Mill, wlioso discussion 
of “ progress ” mainly turns on the ciucstion of relative growth of population and 
capital, occasionally affected by improvement of nu'tlKHls of production, which 
they glance at in passing as a disturber of the normal course of things. Siu li is 
the position, too, of Walras or, for that nuitt«T, of llohm-Bawcrk, wlio b«>th of 
thorn seem convinced tluit everything of a purely economic nature must needs lit 
into ono liomog('ncous body of doctrine, which is frankly “ .static ” w'itli Walras, 
whilst Bbhm-Bawerk always rejected the static conception pncisely because it 
excludes somo things which yet arc undoubtedly “pun'ly ec(»nf)mie.'’ Jolin B. 
Clark is the ono outstanding exception, but Marshall, althoxigh embracing within 
his wide liorizons every ono of tho elements essential to a distinct theory of 
“dynamics,” still forced all of them into a frajuo substantially “static.” Tho 
present writer bi'licves that .some of the diftieulties and consecpient controversit's 
about Prof. Pigoii’s argument in liis Ki'onomics of Wdfdir are traceable to the 
same source, and his work on Industrial Fluctuaiions is a monument to the viisw 
that econoinie life, in itself essentially pas.sive, is being continiifilly disturbed and 
propelled by “initial iinpulse.s” coming from outside. 

* Kven within tho narrower precincts of problems such us these, it has become 
a fashion — a justified reaction, perhaps, from tho opposite vice- to intcr[)n>t older 
authors so very broadly as to make them “ace” everything and dt'finltcly say 
nothing, and to frown on another way of staling their views as ungenerous. I 
submit, however, first that whilst this attitude is tho correct one in evaluating 
individual theorists— provided that tho .same generous broadne.ss be vouehsaft <1 
to all — it is not u.seful in bringing out characteristics; secondly, that mere 
“ roeognition ” of a fact moans nothing unless the fact Ix) welded into tho rest of 
tho argument and mode to do theondic work. 
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accounts for the rest, changing continuously and organically its 
own data. 

Grounds for dissent from this view present themselves on 
several points, but I am anxious to waive objections in order to 
make stand out the objection. Without being untrue, when taken 
as a proposition summing up economic history over, say, a thou- 
sand years, ^ it is inadequate, or even misleading, when meant to 
be a description of that mechanism of economic life which it is the 
task of economic theory to explain, and it is no help towards, but 
a bar to, the understanding of the problems and phenomena 
incident to that mechanism. For expansion is no basic fact, 
capable of serving in the role of a cause, but is itself the result 
of a more fundamental ‘ economic force,” which accounts both for 
expansion and the string of consequences emanating from it. 
Tin’s is best seen by splitting up the comprehensive phenomenon 
of general industrial growth into the expansion of the single 
industries it consists of. If wo do this for the period of 
predominantly competitive capitalism, we meet indeed at any 
given time with a class of cases in which both entire industi'ies and 
single firms are drawn on by demand coming to them from outside 
and so expanding them automatically; but this additional 
demand practically always proceeds, as a secondary phenomenon, - 

^ Difl't*rcnt aots of probloins requiro different ditetances fnan tlio (dqerlsof our 
interest; and dilferont i)ropositions uie true from dilfunuit (list ana's tuul on 
different planes of argument. So, r.g., for a certain way of dcscriljing 
processes, the presonco of a military commander of Xapolconic ability may truly 
bo said to bo of causal importance, whilst, for a survey fcrtlu'r n'luowd from detaih, 
it may have hardly any importance at all, t)ur amilytic apparatus consists ot 
heterogeneous pieces, every one of whi<’h works well on some of tlio possible 
“ plano.s ” of argument and not at all on others, the o\vrlof»king of which is an 
important, and sometimes the only, source of our controV('rsics. 

* Wo may conveniently enumerate, j)ailly an(icif)af irig arid pjirtly n'pealing, 
the more iirqiortant t 3 'pe.s of those seconclary plioiioiiKuia, which we hold n'cm'ved 
opinion, neglecting tho primary phenomenon, exclusiv'cly th'als with, and which 
would not entirely, hut almost entirely, be absent without the primary Cfin'. 

(1) Expansion of some industrie.s r’alk'd forth by primary expansion in otla rs, 
as stilted above : If a new concern establishes itself, grocers' businesses will exparnl 
in tho neighbourhood and so will producers of siibsuliary articleis. 'J'/te cxpatiit/o/i 
of all industries, irhieh do not ihemsclves display any htrak in iheir pra-ctice duriufj the 
time under cons idt rat ion is to bo accounted for thus. 

(2) If the primary chango results in turning out better fools of production, 
naturally this will expand tire industries wliieli use thi-in. This must bo laki'ti 
ar'courit of in judging tho comparufivo sueeoss of some State-managed niiKvays 
sniTounded by private industries, wliieh f(»rco on them improved (Migines, 
fit tings, and so on. 

(3) Every given (diango starts from a given envirotunent, and would he im- 
possible without its facilities. Ilut every given environment embodies tho results 
of previous primary cliangc, and, therefore, cannot ho taken, except within static 
theory, as an ultimate datum, acting autonomously, but is itself, in great [lart, a 
secondary phenomenon. 
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from a primary change in some other industry—from textiles first, 
from iron and steam later, from electricity and chemical industry 
still later— which does not follow, but creates expansion. It 
first — and by its initiative — expands its own production, thereby 
creates an expansion of demand for its own and, contingent 
thereon, other products, and the general ex])ansion of the environ- 
ment we observe— increase of population included— is the result 
of it, as may be visualised by taking any one of the outstanding 
instances of the process, such as the rise of railway transportation. 
The way by which every one of these changes is brought about 
lends itself easily to general statement : it is by means of new 
combinations of existing factors of production, embodied in new 
plants and, typically, new firms producing either new com- 
modities, or by a new, i.e. as yet untried, method, or for a new 

(4) So is, in ^^eat part, what wo have callo<l growth. This is spocially clear in 
the case of saving, the amount of which wouhl very much snmllcr in tho absence 
«jf its most important source, the entrepreneurs’ profits. It is also true as 
to incrcaso of population. And expansion, incidenf to wliut would he h^f t of growt h 
in the absence of primary change, would soon be quenclied by a (physical) law of 
decreasing returns acting sharply. This, thru, is thr main reason why we think 
so little of the aulonotnou8—<tJ* distinyiiishcd from secondary — importanre of 
{■xtcmal econoinies incident to mere expansion and of what is left of increasing returns, 
if we exclude all that is either primarily or secondarily duo to the cause wo are 
about to consider. 

. (5) Indus! rial evolution inspires collective action in ordiT to force improve- 
ment on lethargic strata. Of tin’s kind was, and is, (Government action on the 
Continent for improving agrienltiirnl methods of peasants. This is not “ seeoiul- 
ary ” in the senso wc mean it, but if it comes to ercaling external economies by 
non-oconomi(; infliKuice, it lias nevertbelc'^s been duo so far mainly to S(jine 
pt'(‘vit)us achicvem(*nt in some private industry. 

(()) S\iceessful prijnary eliange is followed l»y general reorganisation within tho 
same industry, more and more other firms following the lead of some, both 
boeauso of the profits to be gained and tlio losses to bo feared. During lliis 
jiroee.ss, wliat have at first been the internal economies of tlie holders soon beeome 
external economics for the n'.'^t of the firms, whose' behaviour need l)o no other 
tlian one of passive adaptation (and expansion) to what /or than i.s environmental 
advantage. Hut for us, the ob.scrvers, to look upon the process as ono of adapta- 
tion to expanding environment is to miss the salient point. 

(7) Incident to all tlie phenomena glaneoil at, are, among other things, si'condary 
j-Uviim going to all kinds of ngi*nts, who do not dit<]day any initiative. Tht'ro is, 
liowever, another, a secondary, initiative, stimulated by tho possibility of such 
gains becoming pos.sible — extensions of businesses, speculative transactions and 
i'O on, calculated to socuro them. The periixlic rise and fall of the level of 
prices — an essentia! piece, as we shall s(*e, of the meclianism of change in 
eompotitive capitalism — carries in its wake extensions and, to finance them, 
applications for credit men-ly due to the fact of prices rising, which greatly 
intensify tho phenomenon. And this secondary phenomenon is lacing as a rule 
realised much more clearly by ob-servers than tho primary phenomenon wliich 
gives rise to it. . 

Our analysis neither overlooks nor denies tho importaueo of those things. On 
tiio contrary, it aims at show’ing their cause and nature. Hut in a statement of 
fundamental principles witliin so short a compass they cannot loom large in tho 
picture. 

No. 151. — VOL. xxxvni. 
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market, or by buying moans of production in a new market. 
What we, unscientifically, call economic progress means essentially 
putting productive resources to uses hitherto untried in f radices 
and withdrawing them from the uses they have served so far. 
I’his is what we call “ innovation.” 

What matters for the subject of this study is merely the 
essentially discontinuous character of this process, which docs not 
lend itself to description in terms of a theory of equilibrium. But 
we may conveniently lead up to this by insisting for the moment 
on the importance of tlio difference between this view and what I 
have called the received one. Innovation, unless it consists in 
producing, and forcing upon the public, a new commodity, means 
producing at smaller cost per unit, breaking off the old “ supply 
schedule” and starting on a new one. It is quite immaterial 
whether this is done by making use of a new invention or not ; for, 
on the one hand, there never has been any time when the store of 
scientific knowledge had yielded all it could in the way of industrial 
improvement, and, on the other hand, it is not the knowledge that 
matters, but the successful solution of the task sni generis of 
putting an untried method into practice — there may be, and often 
is, no scientific novelty involved at all, and even if it be involved, 
this does not make any difference to the nature of the process. 
And wo should not only, by insisting on invention, ein2)liasise 
an irrelevant point — irrelevant to our set of ^iroblerns, althougli 
otherwise, of course, just as relevant as, say, climate — and bo 
tliereby led away from the relevant one, but wo should also be 
forced to consider inventions as a case of external economies.^ 

^ Thorn is anothor point wliioh ari.so.s out of f}>o u.sual troatrnont of lh<>,so 
filings : Nobody ran po.ssibly drny tlic occurronro or rolovanro of tho.so grrat 
breaks in industrial prartiro which ohnugo Iho data of erononiir life from time 1«) 
time. Alarsljnll, therefore, distingui.shes iJiese, whirl) lio mils “ substantive ” 
inventions aiul which he denis with as chance events acting from outside on the 
analogy, .say, of earthquakes, from inventions which, being of the nature of niorr 
o})vious applications of knovpn j)rinciplcH, may be expijctcd to arise in consequence 
rjf expansion itself. Tlii.s distinction is in.sisted upon by J*rof. Pigou in tbo pape r 
(pioted above. This view, however, ruts up a liomogoieous phenonx'non, the 
elements of which do not differ from oiio anotlier except by degree, and is readily 
st*en to create a diftieulty similar to that of filling the empty boxc'S. JOxaetly as 
the failure to distinguish difTerent proce.sses lends, in the case of the boxes, to a 
diflieulty in distingui.sbingb('tween groups of facts — and lends, also, to that state of 
discussion in which .some authors hold that most industries display incrca^tingy others 
that most industries display decreasing^ still others, that normally any industry 
shows constant, returns — so it is obviously impo.ssiblo to draw any line botw'con those 
elassos of innovations, or, for that matter, inventions ; and the diflieulty is not one 
of j udging particular cases, but ono of principle. For no invention is independent 
of existing data ; and no invention is so dependent on them as to be automatically 
produced by them. In the ease of important invention, change in data is great ; 
in the case of unimportant invention it is small. But this is all, and the nohen 
of Iho process and of the siiceial mechanism sot in motion is always the same. 
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Now this hides part of the very essence of the capitalist process. 
This kind of external economies — and, in fact, nearly every kind, 
even the trade journal must, unless the product of collective action, 
be somebody’s business— characteristically comes about by first 
being taken up by one firm or a few —by acting, that is, as an 
internal economy. This firm begins to undersell the otiicrs, 
part of which arc thereby definitely pushed into the background 
to linger there on accumulated reserves and quasi-rents, whilst 
another part copies the methods of the disturber of the peace. 
That this is so, wc can see every day by looking at industrial life ; 
it is precisely what goes on, what is missing in the static apparatus 
and what accounts both for dissatisfaction with it and for the 
attempts to force such phenomena into its cracking frame — 
instead of, as wc think it natural to do, recognising and explaining 
this as a distinct process going on along with the one handled by 
the static theory. Why this is so, is a question which it would 
lead very far to answer satisfactorily. Successful innovation is, 
iis said before, a task siii (jemris. It is a feat not of intellect, but 
of will. It is a special case of the social phenomenon of leader- 
ship.^ Its dilliculty consisting in the resistances and un- 

^ This doofi not iini)ly any glorilication. Leadership itsedf doc'S not mean only 
^uch aptitndoH as would generally eominand admiral ion, implying, as it does!, 
narrowness of outlook in atiy but one direction and a kind of force which sometimes 
it may bo hardly possiblo to distinguish from callousness. But economic leiuh'r- 
ship has, besides, nothing of tlie glamo\ir some other kinds of leadership have. Its 
intellectual implications may bo trivial; \vi<io sympathies, personal appeal, 
rhetorical sublimation of mol ives ami acts count for little in it ; and although not 
without its romanee, it is in the main highly imromajitie, so tbat any craving for 
personal luTo- worship can liardly hope for satisfaction wliere, among, to bo sure, 
oilier types, wo moot with slaw-lrading and brandy-producing puritans at the 
historic threshold of the subject. 

Apart from this source of possible objections, there is a imich more serious one 
in the mind of over}' well-trained economist, whom experience has taught to 
think little of such intrusions into theory of views savouring of sociology, and who 
is prone to associate any such things witli a <’ertain class of objections to received 
doctrine, wliicli continually turn up however often they may have been refuted - 
sublimely ignorant of the faet — .sucli as objections to the e(‘onomi<i man, to 
marginal aiialysi.s, to the uso of tho barter hypothesis and .so on. The reader 
may, I think, satisfy himself that no want of theoretic training is respon- 
sible for statements which I believe to tally fundamentally with ^larsliallian 
analysis. 

No diilieuUy whatever arises as to verifKation. That new commodities or 
now qualities or new quant itics of commodities are forced upon the })ublic by tho 
initiative of entrepronours — which, of course, does not nlTect tlie rolo of dmnand 
within tho static process — is a fact of common experience ; that one firm or a small 
group of firms loads in the sense meant above, in the process of innovation, 
thereby creating its ow’n market and giving impulse to tho environment generally, 
is equally patent (and wo do not deny facta of other complexion the socondarj 
or “consequential” ones); and all wo aro trj'ing to do is to fit the analytic 
apparatus to take account of such facts without putting its other parts out of 
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certainties incident to doing what has not been done before, it is 
accessible for, and appeals to, only a distinct type which is rare. 
Whilst differences in aptitude for the routine work of “ static ” 
management only result in differences of success in doing what 
every one does, differences in this particular aptitude result in 
only some being able to do this particular thing at all. To 
overcome these difficulties incident to change of practice is the 
function characteristic of the entrepreneur. 

Now if this process meant no more than one of many classes 
of “ friction,” it certainly would not bo worth our while to 
dissent from the usual exposition on that account, however many 
facts might come under this heading. But it means more than 
this : Its analysis yields the explanation of phenomena which 
cannot be accounted for without it. There is, first, the “ entre- 
preneurial ” function as distinct from the mere “managerial” 
function — although they may, and mostly must, meet one another 
in the same individual — the nature of which only show’s up 
within the process of innovation. There is, secondly, the explana- 
tion of entrepreneurs’ gain, which emerges in this process and 
otherwise gets lost in the compound of “ earnings of management,” ^ 
the treating of which as a homogeneous wdiolo is unsatisfactory 
for precisely the same reason wdiich, by universal consent, makes 
it unsatisfactory so to treat, say, the income of a peasant tilling 
his own soil, instead of treating it as a sum of wages, rent, 
quasi-rent and, possibly, interest. Furthermore, it is this 
entrepreneurs’ profit which is the 2>riniary source of industrial 
fortunes, the history of every one of whicJi consists of, or loads 
back to, successful acts of innovation. ^ And as the rise and 

' The fiiiu’tion in question being a distinct one, it does not matter tluit it 
appears in practice rarely, if ever, by itself. And whoever enres to observe tlu' 
behaviour of business men at close quarters will not raise tho objection that new 
things and routine work are done, as a rule, indiscriminately by the same manager. 
Ho will fuid that routine work is done with a smoothness wholly absent as soon ns 
a now step is to bo taken, and that there is a sharp cleavage lietween the two, 
insuperable for a very worthy type of manager. This extends far into the renim 
of what wo are wont to consider as automatic change, bringing about extenml 
economies and increasing return-s. Take tho instance of a business lotting out 
motor cars on tho principle “ driv'o yourself.” A mere growth of tho iieiglibour* 
hood, sulheient to make such a business profitable, does not produce it. Someone 
has to realise tho possibility and to found tho firm, to get people to appreciate its 
services, to get the right typo of cars and so on. This implies solution of a h^gion 
of small problems. Even if such a firm already exists and further environmental 
growth make discontinuous extension feasible, the thing to bo done is not so ea.sy 
as it looks. It would bo easy for the trained mind of a loading industrialist, but 
it i.s not so for a typical member of the stratum which does such business. 

* It is, as has been said in a previous note, not the running of a business 
according to now plan, but the act of getting it to run on a new plan, which accounts 
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decay of industrial fortunes is the essential fact about the social 
structure of capitalist society, both the emergence of what is, in 
any single instance, an essentially temporary gain, and the 
elimination of it by the working of the competitive mechanism, 
obviously are more than “ frictional ” phenomena, as is that 
process of underselling by which industrial progress comes about 
in capitalist society and by which its achievements result in higher 
real incomes all round. 

Nor is this all. This process of innovation in industry by 
the agency of entrepreneurs supplies the key to all the phenomena 
of capital and credit. The role of credit would be a technical and 
a subordinate one in the sense that everything fundamental about 
the economic process could be explained in terms of goods, if 
industry grew by small steps along coherent curves. For in that 
case financing could and would be done substantially by means of 
the current gross revenue, and only small discrepancies would need 
to be smoothed. If we simplify by assuming that the whole circular 
process of production and consumption takes exactly one period 
of account, no instruments or consumers’ goods surviving into the 
next, capital — defined as a monetary concept — and income would 
be exactly equal, and only different phases of one and the same 
monetary stream. As, however, innovation, being discontinuous 
and involving considerable change and being, in competitive 
capitalism, typically embodied in new firms, requires large 
expenditure previous to the emergence of any revenue, credit 
becomes an essential element of the process. And we cannot 
turn to savings in order to account for the existence of a fund 
from which these credits are to flow. For this would imply the 
existence of previous profits, without which there w ould not be 
anything like the required amount — even as it is, savings usually 
lag behind requirements — and assuming previous prolits would 
mean, in an explanation of principles, circular reasoning. 
“ Credit-creation,” therefore, becomes an essential 2>art both of 
the mechanism of the i)roccss and of the theory exidainiiig it. 

for outrcproncura’ prolits, and makes it so undesirable to try to express them by 
“ static ” curves, which descrilie precisely the phenomena of tho “ running ” of 
it. Tho theoretical reason for our proposition is, that either competition or tho 
process of imputation must put a stop to any “ surplus ” gain, even in a ease of 
monopoly, in which tho value of the patent, the natural agent or of whatever else 
the monopoly position is contingent on, will absorb the return in tho sense that it 
will no longer bo profit. But there is also a “ practical ” observation to support 
this view. No firm ever yields returns indefinitely, if only run according to 
unchanged plan. For everyone comes tho day when it will cease to do so. And 
wo all of us know that typo of industrial family firm of tho third generation which 
is on the road to that state, however conscientiously it may be “ managed.” 
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Hence, saving, properly so called, turns out to be of less importance 
than the received doctrine implies, for which the continuous 
growth of saving — accumulation — is a mainstay of explanation. 
Credit-creation is the method by which the putting to new uses 
of existing means of production is brought about through a rise 
in price enforcing the “ saving ” of the necessary amount of them 
out of the uses they hitherto served (“enforced savings” — cp. 
Mr. Robertson’s “ imposed lacking ”). 

Finally, it cannot be said that wdiilst all this Jipplies to 
individual firms, the development of whole industries might still 
be looked at as a continuous process, a comprehensive view 
“ ironing out ” the discontinuities which occur in every single case. 
Even then individual discontinuities would be the carriers of 
essential phenomena. But, besides, for a definite reason that is 
not so. As shown both by the typical rise of general j^rices and 
the equally typical activity of the constructional trades in the 
prosperity phase of the business cycle, innovations cluster densely 
together. So densely, in fact, that the resultant disturbance 
produces a distinct j)eriod of adjustment — which precisely is what 
the depression phase of the business cycle consists in. Why this 
should be so, the present writer has attem 2 ‘>ted to show else- 
where.^ That it is so, is the best single verification and justi- 
fication of the view submitted, whether wo apply the criterion of 
its being “ true to life ” or the criterion of its yielding explanation 
of a phenomena 7iot itself imflied in its fundamental frincvple. 

If, then, the putting to now uses of existing resouroes is what 
“ progress ” fundamentally consists in ; if it is the nature of the 
entrepreneur’s function to act as the propelling force of the 
process ; if entrepreneur’s profits, credit, and the cycle prove to be 
essential parts of its mechanism — the writer even believes this to be 

^ “ Thcorio dcr wirtschaftiklion Entwickluiig,” 1911, 2ik1 cil. 1920. Cp. ako 
“ Tho Explanation of tlio Bii.sino.‘;s Cy<*lo,” Kconomica, 1927. Tlio failure of the 
pricc*lc?vol to rise in the United States during tlio pi'riod 19211- 1920 will bo seen to 
bo no objection but a further verification of this theorj'. It lias, howi'ver, been 
pointed out to tho writer, by a very high authority, tliat prices did also fail to rise 
in tho United States in the prosperity immediately preceding the War. It could 
bo replied that tho factors whicli account for tho stability 1923-1926 had been 
active already before tho War. Hut the U.S. Bureau of Labour figures for 1908- 
1913are 91, 97, 99, 95, 101, 100. Cp. also Prof. Persons’ chart in /?en>M;o/i?cono//nc 
StntiMics, Jan. 1927. It may be well to mention that constructional trades and 
their materials need not necessarily show their activity fully by every index. Iron, 
e.g., being an international commodity, need not rise in price if the phases of the 
cycle do not quite coincide in different countries. As a matter of fact, they 
generally do. But the riglit way to deal with iron and steel is to use tlio Spietholf 
index (production ‘f- imports — exports), and this has, so far, always worked 
sati.sfactorily. 



1928] 


THE INSTABILITY OF CAPITALISM 


383 


true of interest— then industrial expansion per se is better described 
as a consequence than as a cause; and wo should be inclined to 
turn the other way round what we have termed the received chain 
of causation. In this case, and as those phenomena link up so as 
to form a coherent and self-contained logical whole, it is obviously 
conducive to clearness to bring them out boldly ; to relegate to 
one distinct body of doctrine the concept of equilibrium, the 
continuous curves and small marginal variations, all of which, in 
their turn, link up with the circuit flow of economic routine under 
constant data; and to build, alongside of this, and before taking 
account of the full complexity of the “ real ” phenomenon- 

secondary waves, chance occurrences, “ growth ” and so on a 

theory of capitalist change, assuming, in so doing, that non- 
economic conditions or data are constant and automatic and 
gradual change in economic conditions is absent. But there is no 
difficulty in inserting all this. And it would seem to follow that 
the organic analogy is less adapted to express faithfully the nature 
of the process than many of us think ; although, of course, being 
a mere analogy, it may be so interpreted as not to imply anything 
positively wrong and as to avoid the idea of an equilibrium growth 
ad instar of the growth of a tree, which it may, but need not 
necessarily, suggest. 

Summing up the argument and ap[)lying it to the subject in 
hand, we see that there is, indeed, one clement in the capitalist 
process, embodied in the type and function of the entrepreneur, 
which will, by its mere working aiul from within — in the absence of 
all outside impulses or disturbances and even of “ grow th ” — 
destroy any equilibrium that may have established itself or been 
in process of being established ; that the action of that element is 
not amenable to description by means of infinitesimal steps; 
and that it produces the cyclical “ weaves ” wiiich are essentially 
the form “ progress ” takes in competitive capitalism and could 
bo discovered by the theory of it, if wo did not know of them by 
experience. But by a mechanism at work in, and explaining the 
features of, periods of depression, a new equilibrium always 
emerges, or tends to emerge, which absorbs the results of innovation 
carried out in the preceding periods of prosperity. The new 
elements find their equilibrium proportions ; the old ones adapt 
themselves or drop out; incomes are rearranged; prosperity 
inflation is corrected by automatic self-deflation through the 
repayment of credits out of profits, through the new consumers 
goods entering the markets and through saving stopping into the 
place of “ created ” credits. So the instabilities, which arise from 
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the process of innovation, tend to right themselves, and do not go 
on accumulating. And we may phrase the result we reach in our 
terminology by saying that there is, though instability of the 
System, no economic instability of the Order. 

§ 6. The instability due to what wo conceive to bo the basic 
factor of purely economic change is, however, of very different 
importance in the two historic types of capitalism, which we have 
distinguished. 

Innovation in competitive capitalism is typically embodied in 
the foundation of new firms — the main lever, in fact, of the rise of 
industrial families ; improvement is forced on the whole branch 
by the processes of underselling and of withdrawing from them their 
means of production, workmen and so on shifting to the new 
firms ; all of which not only means a large amount of disturbance 
as an incident, but is also effective in bringing about the result, and 
to change “ internal ” economies into “ external ” ones, only as far 
as it means disturbance. The new processes do not, and generally 
cannot, evolve out of the old firms, but place themselves side 
by side with them and attack them, hhirthermore, for a firm of 
comparatively small size, which is no power on the money market 
and cannot afford scientific departments or experimental pro- 
duction and so on, innovation in commercial or technical i)ractic(^ 
is an extremely risky and difficult thing, requiring supernormal 
energy and courage to embark upon. But as soon as the success 
is before everyone’s eyes, everything is made very much easier by 
this very fact. It can now, with much-diminislicd difficulty, be 
copied, even improved upon, and a whole crowd invariably does 
copy it — which accounts for the leaps and bounds of progress 
as well as for setbacks, carrying in their wake not only the 
primary disturbance, inherent to the process, but a whole 
string of secondary ones and possibilities, although no more than 
possibilities, of recurrent catastrophes or crises. 

All this is different in “ trustified ” caintalism. Innovation is, 
in this case, not any more embodied typically in new firms, but 
goes on, within the big units now existing, largely independently 
of individual persons. It meets with much less friction, as 
failure in any particular case loses its dangers, and tends to bo 
carried out as a matter of course on the advice of specialists. 
Conscious policy towards demand and taking a long-time view 
towards investment becomes possible. Although credit creation 
still plays a role, both the power to accumulate reserves and the 
direct access to the money market tend to reduce the importance 
of this clement in the life of a trust — which, incidentally, accounts 
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for the phenomenon of prosperity coexisting with stable, or nearly 
stable, prices which we have had the opportunity of witnessing in 
the United States 1923-1926. It is easy to see that the three 
causes alluded to, whilst they accentuated the waves in competi- 
tive, must tend to soften them down in trustified, capitalism. 
Progress becomes “ automatised,” increasingly impersonal and 
decreasingly a matter of leadership and individual initiative. 
This amounts to a fundamental change in many respects, some of 
which reach far out of the sphere of tilings economic. It means 
the passing out of existence of a system of selection of leaders 
which had the unique characteristic that success in rising to a 
position and success in lilling it were essentially the same thing 
— as wore success of the firm and success of the man in charge— 
and its being replaced by another more akin to the principles of 
appointment or election, which characteristically divorce success 
of the concern from success of the man, and call, just as political 
elections do, for aptitudes in a candidate for, say, the presidtmey 
of a combine, which have little to do with the aptitudes of a 
good president. There is an Italian saying, “ Who enters the 
conclave as prospective pope, will leave it as a cardinal,” w'hich 
well expresses what we mean. The types which rise, and the 
types w liicli are kept under, in a trustilied s(.)cioty are dillcrent 
from what they are in a com])etitive society, and the change 
is spreading rapidly to motives, stimuli and styles of life. For 
our purpose, how'over, it is sulficient to recognise that the only 
fundamental cause of instability inherent to the capitalist system 
is losing in importance as time goes on, and may even be 
(\\pccted to disappear. 

§ 7. Instead of summing up a very fragmentary argument, I 
wish to emphasise once more, in concluding, that no account 
whatsoever has been taken of any but purely economic facts and 
problems. Our diagnosis is, therefore, no more sufficient as a 
basis for prediction than a doctor’s diagnosis to the eifect that a 
man has no cancer is a sulficient basis for the prediction that ho 
wall go on living indefinitely. Capitalism is, on the contrary, in 
so obvious a process of transformation into something else, that it 
is not the fact, but only the interpretation of this fact, about which 
it is possible to disagree. Towards this interpretation I have 
wished to contribute a negative result. But it may be well, in 
order to avoid misunderstanding, to state expressly what I 
lielievo would bo the positive result of a more ambitious diagnostic 
venture, if I may presume to do so in one short and imperfect 
sentence: Capitalism, whilst economically stable, and even gaining 
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in stability, creates, by rationalising the human mind, a mentality 
and a style of life incompatible with its own fundamental conditions, 
motives and social institutions, and will be changed, although 
not by economic necessity and probably even at some sacrifice of 
economic welfare, into an order of things which it will be merely 
matter of taste and terminology to call Socialism or not. 

Joseph Schumpeter 


UnlrerK^il!/ of Bonn. 



THE REPRESENTATIVE FIRM 
I 

The Marshallian conception of a Representative Firm has 
always been a somewhat unsubstantial notion. Conceived as an 
afterthought — so far as I am able to discover it does not figure 
at all in the first edition of the Principles — it lurks in the obscurer 
corners of Book V like some pale visitant from the world of the 
unborn waiting in vain for the comforts of complete tangibility. 
Mr. Keynes has remarked that, “ this is the quarter in which in 
my opinion the Marshall analysis is least complete and satiS' 
factory and where there remains most to do,” ^ and others have’ 
not been lacking to express similar opinions.^ Marshall himself 
makes singularly little use of (he notion in other writings and, 
save in one or two instances,^ it does not appear to have been 
used much since his day. Nevertheless, as is the way with 
ghosts, it bids fair to outlast many more virile creations. Not 
OlTcring the same surface for attack, it tends to pass notice, 
though continuing indirectly to influence thought, and even to 
raise up for itself more earthy and tangible descendants. In 
certain recent discussions of applied economics in particular, its 
influence has been discernible. For this reason, and for the sake 
of the intrinsic interest of anything suggested by Marshall,^ it 
seems worth while trying to examine it further. 

1 ]']l’Onomic Journal, 192i, p. 351. 

* K.g., Davenport, Value and Distribution, pp. 374 378. 

® This paper was written and set up before tlic publication, in the la.st number of 
this Journal, of Piofesflor Pigou’s A unhjsis of Supply. It does not contain, t Ijero- 
fnre, any eomment on tlu; uso thero made of the almost identical concept (J the 
Kqnilibiinm Firm, but I venture to express the hope tliat the ob-ervation ^ I have 
made upon Marshall’s own construction will not bt' found to he wholly inaj)plicahle 
to this interesting and important variation. 

* Is it necessary at this stage to make more explicit the incvitahlo deference 
of all serious economists, I wonder ? Perhaps it is, for in certain quarters there 
seems to have arisen a strange myth, mIucIi I for one should like publicly to 
repudiate, that cconomi.sts of the tradition in wliich I was trained have a secret 
grudge against Cambridge and all things Marshallian. In fact, of course, nothing 
could be more ridiculous. In the friendly rivalry of two groat centres of study it 
is natural that controversy should ocoasionally arise and that goo(l-humoured 
gibes should bo given and taken. But what London man, soasiblo of his own 
debts and alive to the mo.s.sivo contribution of Marshall and his successors, will 
not willingly yield pride of place to the groat fountain head of so much that is 
most vital and significant in modem economics ? 
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II 

Let us first try to got a clear idea of matters as they presented 
themselves to Marshall. 

The first appearance of the concept is in the last chapter of 
Look IV of the Principles — the Book which deals with the agents 
of production. The cha})ter is headed “ Correlation of the 
Tendencies to Increasing and Diminishijig llcturn.” Marshall 
opens the discussion by recalling tJic doctrine of internal and 
external economies. He indicates certain limits to the former 
and dwells again on the importance of the latter. In the first 
edition he then contents himself with saying that ‘‘ these results 
will be of great importance ” wlieii tJie supply price of a com- 
modity is studied, and that although new ])rodueers of any 
commodity may labour under special difficulties, “ the general 
rule is the other way ” and “ extra produce will commonly be 
got hy increasing the output of businesses already established at 
a less than ])roportionate cost of extra labour and sacrifice." * 
In tlie second and subsecpuuit editions, how(‘ver, tluj wording is 
changed.- After announcing the importance of what lias gone 
before in relation to the study of supply prices, Marshall goes on 
to state : ‘‘ We shall have to analyse carefully the normal cost of 
producing a commodity relatively to a given aggregate of produc- 
tion ; and for this purpose we shall have to study the exi)enses of 
a liepresentative Producer for that aggregate volume. On the 
one hand vo shall not want to select some now producer just 
struggling into business, who works under many disadvantagf's 
and has to be content for a time with little or no profit, but who 
is satisfied with the fact that he is establishing a connection and 
taking the first steps towards building up a successful business; 
nor on the other hand shall w'c want to take a firm which by excep- 
tionally long-sm^'tained ability and good fortune has got together 
a vast business and huge, well-ordered workshops that give it a 
superiority over all its rivals. But our representativo firm must 
be one which has had a fairly long life and fair success, which is 
managed with normal ability, and which has normal access to the 

' Pri)iciplrs, 1st (mJ., p. 378. 

- Tlirs cliango was obviously tlio result of tho i liaiigos in tho parts of Hook V" 
tb'iilinj' with tho notion of iricr(*a.sing n’turns under eornpetitivo conditions. It 
w’ould bo int(;resting if some ])npil of Mart-hull’s could supply un (*xact history 
of thoso changes. 

® It is interesting to ohservo that when he comes to study tho subject in 
question this is precisely what he does, safeguarding himself only by dejiicting 
tlio producer as asking wlndhcr in time ho may Jiopo to bccoino roprosentative. 



19281 


THE REPRESENTATIVE FIRM 


389 


economics, external and internal, which belong to that aggregate 
volume of production : account being taken of the class of goods 
produced, the conditions of marketing them, and the economic 
environment generally.” ^ 

This is the clearest and fullest delinition of the concept. 
When Marshall refers to it again, he always speaks of it as some- 
thing which has already been made clear— a plan wliose nature 
has been explained fully in other connections.^ Nevertheless, 
by piecing together stray pronouncements, it is possible to add a 
little precision to the notion. 

(1) In the first place, it is clear that it is an economic rather 
than a legal concept. That is to say, wlien Marshall speaks of a 
firm, he has in mind a productive unit of one kind or another. 
He is not referring merely to a particular legal form of business 
association — the old-fashioned private partnership or th(^ one-man 
business. This emerges quite clearly in a passage in IndnMry and 
Trade, in which ho says very definitely that whereas until recently 
the representative firm was a private paitnership. now “ joint 
stock control has become . . . general even in regard to manu- 
facturing and other indiustries.” ^ And in the Pri7iciples in one 
place he commences a discussion wilh the remark, " We may select 
(IS representative a firm whether in private or joint stock manage- 
ment.” * This, I think, is quite clear; although of course it is 
not so clear that with this change in the organisation of industry 
the conception retains its suitability for flic purpose for wdiich 
it was devised. If wo read between the linos, indeed, wo find 
signs that Marshall himself was troulded about this.*'" 

(2) But while we are on firm ground in concentrating atten- 
tion on economic organisation as such rather than upon particular 
h'gal forms of such organisation, it is not so easy to say wdiether 
Marshall w^as thinking of a representative ])lant or technical jiro- 
duction unit or a representative business organisation. In the 
Principles he gives the impression of referring to tlie latter. 
Bor instance, speaking of the cost of building up a trade connec- 
tion, ho depicts the “ alert entrepreneur ” asking himself whether 
his undertaking lias a fair chance of becoming representative, 

' Principh'M, 2n(l od., p. IlT.y Sili (mL, p. .’ll?. 

* As, for instance, on ])p. .'U2 and 3IH>. The qualifications with which iho 
term is accompanied arc nearly always a mere verbal ])ara])hriise of the passage 
just (piotod. 

^ Induntry and Trade, p. Ill 1. 

* PrinciplcSy 8th cd., p. Ills. 

® K.pf. I'ld'nstry and Trade, p. .Ilfi, and Priunple.^, p. ,'110. Tliese and tho 
r('forenoos that follow arc taken from tho 4t]i ed. of Industry and Trade and tlio 
8th od. of tho Principhs. 



390 


THE ECONOMIC JOURNAL 


[sept. 


saying that the investment of capital in a trade “is . . . governed 
by estimates on the one hand of the outgoings required to build 
u]) and work siu Ji a representative linn, and on the other of the 
ineoinings s])read over a long pei iod of time ” ^ to be got by the 
price estimated to be normal. Jhit against this must l)e put a 
})assago in InduMru Trade, in which he distinctly asserts that 
the establishment or plant best suggests the “ command })ossessed 
of the economies of prod -(ct ion. Kconomics of marketing are 
often better represented by statistics of businesses, but on tlio 
whole the establishment is doubtless the best unit.” ^ 'J'his 
assertion, however, occurs in the course of an analysis of the 
statistics of the American Census of Production, and may l)o 
regarded, perhaj)s, as special pleading for his data. On the 
whole, although it would be hard to contend that ^larshall was 
always very clear on this suhje(^t, the main drift of his argument, 
1 suggest, points to the business rather than to the establishment 
as the representative unit. 

(3) Finally wo may inquire into the relation of this conception 
to the statistical conception of an average. Is the reprc'scntativc; 
tirm to be conceived as a mere average, to be establislicd l)y 
ap{)l3'iiig one or other of the recognised statistical methods to the 
amilysis of any given set of business statistics? On this point, 
fortunately, ^larshall is fairly explicit. It is not an av(‘rage of 
this sort. A given set of business statistics will exhibit the results 
of both sliort-period and long-period inlluences, and tlie ref)re- 
sentative firm is essentially a long-period conccjition. Thus, if 
we like we may regard it as an average tirm, but v\e must regard 
it as <tn an’rdfje which would only cnicrye arilhnietiadly under 
conditions irJitn all present tendencies to chanye had reached a .dale 
of equilibrium. In no other way can it be regarded as being 
statistically established.^ This fact has a double significance. 
On the one hand, it seem.s to render irrelevant all objections to 
iho appropriateness of the conception based on an examination 
of statistics of actual businesses. Mr. Keynes, for instance, dis- 
cussing j\Ir. Coates’ very interesting anahsis of business jirofils, 
suggests that the magnitude of the dispersion is such as “ to do 
some damage to the coiiciiption.” '* If the foregoing analysis is 
correct, I am disposed to agree with Mr. Robertson that Marshall 
would not have been of this opinion. ‘ On tlie other hand, it 
cuts equally against the j^ractical usefulness of the notion. If 


^ Principles, })p. .377-8. 

“ Soo Principles, p. 318. 

* Economic Juuunal, 1027, j>. 205. 


* Industry and 'J'rude, p. 847. 

* Ibid., p. 571. 
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tho averages obtainable from statistics are not admissible, then 
the prospect of simplifying the analysis of supply by this method 
becomes illusory. To those of us wlio do not possess the childlike 
faith in unaided statistical induction now prevalent in many 
quarters, this will not be a great disappointment if the concep- 
tion can be proved to be theoretically useful in facilitating the 
comprehension of general relations. But since it seems probable 
that in this instance Marshall’s main intention in devising this 
plan was the simplification of practical inquiry, it must be 
admitted that its raison d'etre is considerably weakened by these 
considerations. 


Ill 

Such then is the Representative Firm as conceived by Marshall : 
a long-period average busines.s unit, representative of the organ- 
isation of a given line of production. It is now time to ask for 
what purposes he devised tlie conception and to wliat extent it 
is suited for these purposes. 

Fortunately, on this point there is little need for ( onjecture. 
Tho interesting and important article on The Colwyn Report, the 
Income Tax and the Price Level by Mr. Robertson ^ contains a 
pronouncement on that point which wc may regard as authorita- 
tive. It was devised, according to Mr. Robertson, to meet the 
dilficulties occurring in tlie analysis of supply when there is a 
disparity of elliciency as between dilTerent 2)roducers.^ This 
liarmoiiises so well with what hints we arc able to gh'an from 
Marshall ^ that it would be otiose to make further inquiries. The 
way is therefore clear for us to ask, further, to what extent the 
concei)tion is appropriate for the purpose for which it was deviscil. 

Before we can do this, however, it is necessary to make plain 

^ Economic Journal, 1927, p. 500 -w/. 

* Mr. Robortson’H pronouiu’c'incnt i.s .so rolovant to tho wholo of wliat follows 
that I vonturo to tninscribo it in full. It occurs in tho ( ourso of an analysis of 
Mr. Cotttos’ contention that owing to this disparity net profits liavo no influenco 
on price. “ In real life,” .says Mr. Jiobcrt.son, attc niiiting to parapliraso thi.s 
contention, ” production is in tho hands of numerous jiroduccrs of very varying 
strength and ability, soino of whom aro so weak that they arc making no jirofits, 
or oven mooting losses. Tho good.s supplied by those producers form part of 
tho total supply of goods by the magnitude of which, taken in conjunction with 
tho conditions of demand, price is determine<l. Thereforo (so tho argument 
appears to run), tho magnitude of net profits is irrelevant to tho determination 
of that price. 

‘‘It is precisely this typo of argument that Marshall’s conception of the 
Hoprosentativo Firm was designed, as it seems to me, to forestall. Ibid. 
J>p. 570-1. 

® K.g, tho passage quoted above. Sco also Principle*, p. 342 stg- 
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Olio distinction. Tlic disparities of enicioncy as bet\^cen dilTorcnt 
producing units in any given industry, to which Mr. Robertson 
refers, niay bo duo to two analytically separable sots of con- 
ditions. Kitlier tliev may bo duo to what are, for the period 
under consideration, ultimate dcricuuicies of ])roductive factors 
of th(^ higliest order of efncicncy — the liest lands, tlio best mana- 
g(‘r,s, the liest equijiment, etc. — defieii'iieios whicli theoretically 
ivould make themselves felt were all transitory disturbances of 
tendencies to change abscuit; or they may arise as phenomena of 
maladjustment, when changes in demand or the ultimate con- 
ditions of supply are necessitating a new equilibrium. If we 
follow the generally accepted terminology, we may call the 
former static, the latter dynamic disparities. ''I'he former are 
the disparities which would appear in any given prodindive 
situation were all causes of further change to cease. The laltei’ 
are disparities which emerge as a result of change's in the given 
])roductive situation. In real life, of course, the two are almost 
inextricably entangled; but unless we are willing to resign our- 
selves to the nirvana of purposeless observation, this do('s not 
I’cnder it any less desirable to distinguish them for jnirpost's of 
analysis. In the following examinatioii of the suitability of tlu' 
Marshallian doctrine I shall endeavour so to distinguish tiu'm. 

J turn first to what 1 have ealled sialic dispaiitic's ami thf‘ 
general problem of economic equilibrium. 'The eleim'uts of tiie 
piobh'in are sim[)le. Within the various groups of factors of 
production cmjdoved in any branch of industry tlu'- constituent 
factors are unequal in ellicicncv. There luv not enough lands of 
the first order of quality, there are not enough manag(‘rs of the 
lirst order of ability, there are not enough workmen of the hist 
order of eniciency, to go round. Recourse is therc'fore had to 
factors of infeiior eniciency. Demand ami the ultimate supplies 
of all kinds of factors remain constant. What are the conditior.s 
of equilibi’ium ^ 

Xow if tlu'se disparities were not present, if all lands weri' 
of eijual quality, all managers of equal ability, all workmc'U of 
(‘qual enicien(‘y, within their dilTerent grades, we should all be 
agreed as to the answer to this question. Equilibrium would 
i‘(‘ached when tlie net advantages reaped by the em])l()ynient of 
any factor in one lino of production w'ere at least as great as tlio 
net advantages to bo reaped by employment in any otlier line 
of production; and if we assume that there is only one kind of 
land, one kind of w^orker, one kind of entrepreneur, and that the 
dilTerent lines of iiidu.stry offer equal attractions other than 
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monetary remuneration, then we should conclude that when 
equilibrium is attained all rents will be equal, all wages will bo 
equal, and — what is more significant from our point of view — 
the profits of different firms will be equal. 

On this point I think there would be general agreement. Wo 
might justly question whether such a state of things was possible, 
cither as regards homogeneity of factors or as regards the attain- 
ment of final adjustment, but such objections, though valid 
enough if there were any disposition to accept the hypothesis as a 
counterpart of reality, would bo irrelevant from the point of view 
of this argument. The important point is that, in the circum- 
stances assumed, such would be the conditions of equilibrium. 

But now let us waive the condition of homogeneity of factor 
cflicicncy. Let us permit differences of quality of land, differ- 
ences of ability of entrepreneurs, differences of efficiency of 
different kinds of workmen, to enter our hypothesis. Under such 
conditions is it necessary to modify or to complicate the formula 
for equilibrium ? 

Surely the answer is, no it is not in any way necessary. So 
far as land differentials are concerned, the rent analysis has long 
shown how competition adjusts the return to different prices of 
land according to their differential of quality. It is easy, as 
]\farshall liimsclf has shown, to take account of the differing 
efficiency of wage -earners.^ Why then, when we come to dc'al 
with long-period profit doctrine and the differences of managerial 
and business ability, should wo find it necessary to consider a 
(irm, an entrepreneur, of average or typical efficiency? Just as 
units of a given s\ipply may be produced on lands of varying 
efficiency, so their production may be supervised by business 
men of varying ability. What is normal profit for one will not 
be normal profit for another, that is all. There is no more need 
for i(s to assume a reprcsentaticc firm or representahre producer, 
than there is for us to assinne a representative piece of land,'^ a repre- 
sentative machine, or a repre^^entalive worker. All that is necessary 
for equilibrium to prevail is that each factor shall get at least as 
much in one line of production as it could get in any other : as 
much, of course, including all advantages and disadvantages of 
work, hiring or investment. 

At this point it is perhaps desirable to remove a possible 

^ Principles, p. 547. . 

* Strangely enough, tills has actually been done by Cnirnes in his essay on 
I’auicnl Economy anil Land {Erniyn in PolUkal Economy, pp. 187-231). But 
tlio ros»ilt8 thoro achieved aro not suoli as to nM'oininond tlio ncra at op ion 
of tlii^ notion. 

No. 151. — VOL. xxxvrii. 


I) 1) 



‘^04 THE ECONOMIC JOURNATi [SEPT. 

cause of misapprehension. This formula of equilibrium does not 
imply that ability below a certain level will find remunerative 
employment in managerial positions in any lino of industry. It 
is sometimes thought that this tJieory of unequal normal profits 
implies that any firm of whatev^er efficiency can get along some- 
how, even in the long-time equilibrium adjustment. This is a 
complete mistake, duo to a failure to perceive the true nature of 
the competitive process assumed to be at work under such 
hypothetical conditions. Of cour.se, if, following Profe.s.sor 
Pigou’s conception of negative wages, ^ we are willing to con- 
template negative profits of any dimensions, then theoretically wo 
can conceive the absorption of any number of entrepreneurs of 
any degree of inefficiency in any given industry. But such an 
abstraction is neither useful nor necessary at this juncture.^ A 
glance at the theory of land rents is much more illuminating. 
Just as under ideal competition the various bits of land are sorted 
out into different uses according to their respective qualities, so, 
under the conditions wo are as.suming, human factors of produc- 
tion are sorted out according to their efficiency, not only hori- 
zontally as between ditlerent industries, but also vertically as 
between productive grades. If a man i.s extra-marginal as an 
entrepreneur, he will find cinidoyment as a manual labourer or 
as a salaried official. The doctrine of unequal normal pj’ofits no 
more implies that we are likely to find half-wits or incompetents 
at the head of businc.sscs than the doctrine of unequal normal 
rents implies that wo are likely to find the wihls of Nova Scotia 
used as the sites of multiple shops. 

For all this, of course, there is abundant confirmation iu 
Marshall’s own analysis. I have referred above to the passage 
in which he sliows that “ competition tends to make the earnings 
got by two individuals of unequal efficiency in any given 
time not equal but unequal.” ^ Jf we turn to his treatment 
of what he calls the law of substitution, avo find an even more 
pregnant allusion to the way in which “ society substitutes one 
undertaker for another who is less efficient in proportion to his 
charges ” ^ (my italics) — a perfectly satisfactory account of the 
conditions of equilibrium which makes, not equal efficiency, but 
factors rewarded proportionately to efficiency, the ultimate 

* Industrial Fluctuations, p. 284. Noedlosa to say, my comrnonts on 
usu of such a conception in this connoction imply no .strictures of tlio illuminal ing 
uses to which it is put by Professor Pigoii in another context. 

* It may bo remarked, however, that it is by no means so fantastic as at first 
sight it may appear, in the case of “ f'enflcinan farming ” and similar hobbies. 

^ Frinriph's, p. 547. * Ibid., p. 3 II. 
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product of the competitive process. All of which makes it all 
the more surprising when, a few pages further on, we find him 
reverting to the man of “ normal capacity ’’ asking himself 
whether, if he sets up in a certain lino of business, he may hope 
that in time his concern may become representative. The 
necessity for such a complication is certainly not obvious. 

But now it is necessary to forestall a possible criticism. It 
is all very well, it may be urged, to discuss equilibrium in terms 
of these rigid assumptions, but it is not fair to Marshall to judge 
his conceptions on this plane of analysis. For Marshall, as is 
notorious, would not admit the ultimate severity of the static 
assumptions. Either for fear of becomii\g unintelligible to 
business men and economic historians, or because of his curious 
predilection for biological analogies he always shirked these 
heroic abstractions.^ And in this particular connection, it is 
true, he went out of his way to reject the desirability of such an 
hypothesis. “ Of course,’' ho says, “ we might assume that in 
our stationary state every business remained always of the same 
size and with the same trade connection. But wo need not go 
as far as that : it will suffice to suppose that firms rise and fall, 
but that the ‘ representative ’ firm remains always of the same 
size as does the representative tree of a virgin forest, and that 
therefore the economies resulting from its own resources are 
constant, and since tlic aggregate volume of production is con- 
stant, so also arc those economies resulting from subsidiary indus- 
tries in the neighbourhood.” - All this may be admitted. No 
doubt it is true that as, one by one, we remove artificialities from 
our assumptions it is important that we should take account of 
the fact that, even in conditions where population is stationary, 
where capital is constant, where demand is unchanging, and 
where no technical changes arc taking place, that individuals 
and machines wall appreciate and depreciate with the passage 
of time, and that particular firms will wax and wane in prosperity 
like the “ trees of the forest ” which Marshall w^as so fond of 
introducing. But this necessitates no modification in our general 
conception of equilibrium. All that is necessary for equilibrium 
to persist is that at every particular moment producers shall be 
getting as much where they are as they can get elsewhere the 
as much ” including the other advantage or disadvantage of 
good or bad times to come in the future. 

But still, it may be objected, this was not w'hat Marshall had 

1 Sot) iho vory intoivsting letter to J. H. Clark in Mnnoriuh, p. 416. 

“ Principles, p. 307. 


1 ) 1 ) 
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in mind in the passage we have examined. The ultimate object 
of this assumption of the stationary state, as we know, was to 
exhibit the influence of cost upon values.^ What Marshall was 
here discussing in other words was not the conditions of equili- 
brium, but the conditions of “ stationariness ” as a preliminary to 
examining the influence of cost upon value under stationary con- 
ditions. Of course this is true, but it gives no support to the 
conception we are discussing. The idea of a representative firm 
is even less essential to the hypothesis of “ stationariness ” than 
to the hypothesis of equilibrium. If demand is unchanging, if 
technique is unaltered, and if the ultimate supply of all factors 
of production remains of the same dimensions, then if we helieve 
in economic (letenninatene.^s at all, it is totally superfluous to add 
that the average size of firms in different industries will remain the 
same. It may be suggested that if Marshall had considered the 
conditions of “ stationariness ” in the sense just indicated (which, 
of course, makes complete allowance for the kind of change he 
was contemplating -), he would never have found it necessary 
to introduce the representative firm at this juncture. As it was, 
approaching the conception not from the point of view of the 
productive situation as a whole, as Davenport calls it, but from 
the point of view of one line of production at a time, he was led 
to define “ stationariness ” iti terms of the constancy of his various 
averages. With great deference, I submit that this is a clumsy 
and unnecessary expedient, and one which may give rise to false 
ideas of the ultimate processes of causation involved. 

Nor is the necessity of the conception any more apparent 
wlien we come to deal with problems of dynamic change, changes 
in demand, changes in technique, changes in the ultimate supplies 
of different factors of production. Hero new disparities of 
effleieney emerge. Owing to the changes assumed, some factors 
and combinations of factors are no longer as comparatively 
efficient in one line of industry as they were, and it is necessary 
that they should go elsewhere.^ We now approach the equi- 
librium j)roblem from a rather different angle. Granted, that is 
to say, that the old equilibrium prices arc no longer appropriate, 
how long will disequilibrium persist ? When will these disparities 
disappear ? But again no recourse to the conception of a long- 
period average seems called for. Disequilibrium will persist, 

‘ This must not bo tjiken to imply that in the writer’s estimation Mursluill 
was .successful in achieving this object. 

2 Just as when wo a •sumo that population is constant, wo do not oxcliulo 
birtli.s and deaths. 

•'* On all this seo Davenport, Economics of Enterprise, pp. (14 and 77-8:1- 
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and transfer of productive factors will occur, until once more 
each factor is receiving as much in the shape of net advantages 
where it is as it could hope to get elsewhere. Or, to put the 
same thing another way, if any groiij) of factors is receiving 
more in one line than similar factors are getting elsewhere, there 
will be a tendency to transfer to that line ; if it is receiving less, 
there will be a tendency for some to ti-ansfer elsewhere. I 
confess that I find it hard to see the necessity for invoking the 
coiicei^tion of an average combination of productive factors in 
this connection. Tf, to take i)erliaps the simplest example, 
owing to a shift in the conditions of demand, an industry is under 
the necessity of expanding or contracting, there is surely nothing 
in the nature of tilings wliich would lead us to expect that the 
factors which are transferred arc all of the same elliciency, and 
nothing in the requirements of pure equilibrium theory to 
necessitate the assumption that they arc. 

So much for general equilibrium theor\'. So far the necessity 
for the representative firm has not been in any way apparent. 
But what about what Pareto has called tlie theory of ixirlial 
equilibria, the examination of particular cases of value, with 
which, as we know, the main detail of Book is concerned ? 

I confess that here, too, the conception a[)pears to mo super- 
fiuous. The intersecting curves of supply and demand, which 
are the main apparatus of this mode of analysis, arc capable of 
eonstniction without resort to this instrument. Putting aside 
the objections of the equilibrium theorists to the whole assumj)- 
tion that other things remain equal, there is no difiiculty in 
conceiving a supply schedule showing variations in amount 
olTcrcd in response to price changes. Marshall seems to have 
thought that by concentrating on the su[)ply schedule of his 
representative firm, this conception might be further simplified. 
But this hope appears to bo illusory. In the first place, as has 
been shown above, no practical simplification is involvi'tl. 'riio 
representative firm is not the short-period average. And 
secondly, and much more important from our point of view, no 
theoretical simplification which is not misleading is involved. 
If all firms in a given line of industry were representative, and if 
an increase or a diminution of output were merely met by a 
simultaneous expansion or contraction on tlie pai t of each firm 
concerned, then no doubt the examination of the account-books 
of any one of them would tell us all we wanted about probable 
variations in price. But w’e know that this is not a necessary 
condition of expansion or contraction. As Mr. Robertson points 
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out, a change of this sort may be met either by a change in the 
output of existing firms or by a change in their number.^ And if 
the latter event is what happens, then it should be quite elear, 
from what has been said already, that the representative firm may 
cease to he representative and its cost curve cease to he significant. 
Under such conditions — which, it is submitted, are j list as probable 
as the other — resort to the rejirescntativc firm is not merely 
unnecessary, it is positively misleading. 

Finally we may briefly examine the special case of diminishing 
costs under competitive conditions. For it is quite clear that 
it was here, if anywhere, that Marshall expected the conccj)tion 
to be really significant. The opening chapters of Book V abound 
witli references to the necessity of applying the “ plan ” in 
analysis of such conditions, and both Chapter XII and Appendix li 
do employ the plan continually. 

But here again close examination seems to dispose of the 
necessity for so doing, and even to suggest that much of the 
obscurity in which this part of the Marshallian theory is 
undoubtedly enveloped is duo to its adoption. It is quite true 
that if all internal economics were equal, unequal access to 
external economies, save in so far as it was due to natural limita- 
tions of space, might result in the elimination of those firms in 
a position of manifc'stly inferior advantage— always assuming 
tliat the existence of external economies, suitable for consideration 
in this relation and sufficiently powerful to produce such a 
situation, arc conceivable.^ But surely nothing obliges us to 
conceive of internal economics in this rigid and limited manner. 
If we are to restrict the term external economies to economies 
external to a particular firm but internal to the industry as a 
whole — and I submit that any extension of the term beyond that 
is illegitimate in this connection, since it assumes to be a function 

* economic Jui’KNAL, 1927 , p. 572 . 

^ Th(S cxistcnco of Huch oconomifs lias boon fpiostid lOcl botli by Proft'Ssor 
Young and by Mr. Kobortson, and so far ns iiriu-tionl appl alioiis of the doctriiK 
aro conoornod, there seems much to bo said for tlieir sci'jitieihm. Most of tlx' 
eeonomies cited by tho apologists of this do<-trino~-i provetl transport, tlx* 
telephone, subsidiary industries, etc. — Been to bo inaj pro])riate <o tho con- 
sideration of the supply curvo of any one ndustry nnd to full rather into tlx' 
sphere of population tlicory (.see Macgrcgc Indu'ifrial Combinatiom. Part T, 
Chapter I, for a very illuminating diseussi n of exti'inal oeonomio.-*) ; while it 
must ho remomhered that much of tho ])lnusibility of Marshall’s exposition depends 
uf)ori liis assumption that internal and oxtornnl eeonomies vary together* an 
assumption wliieh I sulirnit is quite illegitimate. Tlie whole doetrino of internal 
and external economics as presented by Marshall seems, indeed, radically in need 
of revision. But, for purposes of pure theory, it is legitimate to oontomjilato 
tho situation in question, if only to exhibit tho other anomalies of his exposition. 
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of oug varifl/blG what is really a function of many — then surely 
we must recognise that what are internal and external economies 
for any one firm are, partly at least, a matter of the capacity and 
opportunities of management. What is an internal economy for 
one firm may bo an external economy for another. And in any 
case it is surely obvious that, whatever their nature, the internal 
economies will vary with the nature of the management. The 
old doctrine which bade us consider the application of equal 
quantities oi capital and labour to different pieces of land is not 
more artificial and unnecessary than this doctrine which assumes 
that all management must be of equal efficiency. 

IV 

So far in this analysis of the Kepresentative Firm it has 
been suggested merely that the notion is superfluous, that there 
is no problem in the whole range of value theory which cannot be 
more satisfactorily treated without it. But now I want to carry 
the attack a stage further. I want to suggest, that is to say, 
that it is not only imnecessary, but misleading. Not only that it 
is possible to be clear and exhaustive witliout it, but that its 
use may actually prevent the attainment of clarity and exhaus- 
tiveness. 

1 have suggested already, in passing, certain ways in which, 
incautiously handled, the eonception may give rise to misappre- 
hension, the way in which it may mislead with regard to the 
construction of supiffy curves, and the way in which, in discussions 
of the stationary state, it may lead us to imagine that the average 
is the condition rather than the result of equilibrium.^ But it is 
possible, I think, to condemn it on grounds more general than this. 
The whole conception, it may be suggested, is open to the general 
criticism that it cloaks the essential heterogeneity of productive 
factors — in particular the heterogeneity of managerial ability — 
just at that point at which it is most desirable to exhibit it 
most vividly. 

I can best explain what I mean by an example drawn from 
the work of one of Marshall’s own followers. 

According to Mr. llobertson, the true Marshallian doctrine 
in this respect is admirably expounded by Mr. Henderson in 
Sirpphj and Demand, chapter V, paragraph 4.'*^ Personally, I 

» I do not, of course, suggest that Marslmll himself could commit so gross an 
error, but I do submit tliat such may well be the result of this mode of approach 
to problems of this character. 

* Kconomic Journal, 1027, p. -‘>74. 
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think I should be inclined to question Marshall’s whole-hearted 
approval of this version of his conception ; but at least we shall 
do no violence to the facts if we take Mr. Henderson’s treatment 
as the product of Marshallian influence. In the paragraph cited 
by Mr. Robertson, Mr. Henderson is assailing the old argument 
that the marginal analysis leads to the view that the price of a 
commodity is determined on the supply side by the cost at which 
the least efficient concern in the industry at any given time can 
market its products. What he has to say in this connection is 
so important for the rest of my argument that I make no apology 
for quoting it in full. 

“ iSuch an argument,” ho says, referring to the view I have 
just mentioned, “ is a gross caricature of the marginal conception. 
The half-witted incompetent will, as we know well enough, 
speedily disappear under the stress of competition, and his place 
will be taken by more efficient men. There is an essential 
difference between him and the ‘ marginal coal mine ’ of which 
we spoke above. For the probability is that of the coal resources 
whose existence is clearly known, the more fertile and better 
situated parts will already be in process of exploitation, and 
there is not likely, therefore, to be a supply of substantially 
better seams wkich can be substituted for tlio worst of those in 
actual use. There is likely, on the other hand, to be availahk'. 
a supply of decent business capacity which can be substituted 
for the most inefficient of existing business men. The marginal 
concern, in other nords, must not be conceived as that working 
under the least advantageous conditions in respect of the assist- 
ance it derives from the strictly limited resources of nature, but 
under average conditions as regards managerial capacity and 
human qualities in general. Thus, in agriculture we can speak 
of a marginal farm which we should conceive as the least fertile 
and worst situated farm which it is just worth while to cultivab' 
. . . but we must assume it to be cultivated by a farmer of 
average ability.” ^ 

Now so far as this may be conceived to be directed against 
the very crude and silly view of the marginal analysis already 
mentioned, it is possible to agree with the intention, if not with 
the argument. As has been shown already, there is nothing in 
the marginal, or any other sensible form of analysis, which would 
leave us to suppose that there is room in the long-period adjust- 
ment for half-witted incompetents as controllers of business 
enterprise. It is the essence of ideal competition that men whose 
^ IlendtJraon’s Supply and Demand, pp. 69-00. 
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efficiency is below that of the lowest grade which the social 
demand, acting in a given situation, necessitates being taken into 
entrepreneurship, are sifted out into other positions in the system 
of equilibrium, just as lands below the margin in one use are 
relegated to inferior uses. In attempting to refute a doctrine of 
this sort, Mr. Henderson has the support of all economists. 

But when he goes on to argue that, because of this, we are 
justified in assuming that in a long-period adjustment all pro- 
ducers are at least of average ability, I for one must enter a most 
emphatic protest. Even Adam Smith, that discredited 
faire economist, with his insistence on the original similarity of 
porters and philosophers, ^ did not go so far as this. How Mr. 
Henderson, who has had day by day the job of teaching men 
whose capacity, even when they are scarcely out of adolescence, 
demands half the letters of the Greek alidiabct for its chissi- 
lication — for I cannot believe that in this respect things are any 
different at Cambridge from what they are at Oxford and London 
— how anyone who has had exijericiicc of tliis sort can bring 
himself to assert such a thing passes my comprehension — or at 
least it would, did I not believe it to be directly due to this 
confusing habit initiated by Marshall. It may be perfectly true 
that if one had a free hand to pick men from other industries, 
irrespective of the pull of demand, any given industry could be 
stocked with entrepreneurs of at least average ability. But it is 
surely absolutely illegitimate to generalise this argument — 
one dishelie.res altogeihcr in the 'jmsihility of diniiniidiing return's 
lo mnnagerial abUiiy, If one views the organisation of production 
as a whole, surely it is perfectly obvious that, in any given situ- 
ation, the position in regard to managerial ability is precisely 
the same as the position in n'gard to other productive poweis. 
The best lands and the best men arc limited. There are not 
(‘uoiigh Josiah Stamj)s to go round; and if there is anything 
at all in the law of diminishing returns, there will come a time 
when the crowding of more factors under their control will give 
a less additional product than the utilisation of inferior talent. 
And there is nothing in the nature of things to lead us to suppose 
that this successive resort to men of lower abilities will proceed 
industry by industry — that we shall find all the Stamps in one 

line, all the s in another, and all the s in another. On 

the contrary, probability and general experience lead us to 
expect a more irregular dispersion. In some industries where 
technical considerations dictate huge units, we should expect to 
1 Wealth of yation/f, Cannan od., p. 17. 
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find a large proportion of the best organisers; in others, where 
technique permits very small units, few or none. ]5ut in a good 
many we should find some who are very capable, some who are 
“ average,” some who are at the margin of entrepreneurship, 
even in long-period adjustments. Mr. Henderson should reflect 
that if all entrepreneurs were at least of average managerial ability, 
they w'ould at once cease to bo average. 

All til is, of course, implies no opposition to the general polic}^ 
witli which Mr. Henderson has more recently identified himself, 
of taking every reasonable step to ensure the maximum efficiency 
possible in all spheres of business management. Nothing that I 
have said about the requirements of long-period adjustment 
should imply any hostility whatever to the policy of chivvying 
up employers generally, lliat is what the business classes exist 
for — to be chivvied up generally — they are not retained by society 
for their contributions to general culture. At the same time, even 
here this notion of a limited fund of business ability is not without 
its uses. One has a disconcerting vision of some of the less 
cautious of Mr. Henderson’s admirers going round from industry 
to industry insisting on the installation of the best abilities in each 
until, coming back to the one from wliicli they first started, they 
find that there is less of tlic best there tlian there was before, it 
all having been transferred to the one they last reorganised. 1 
submit that even in a sphere where reason is at such a discount 
as it is in practical politics, there is a very real need for us to 
recognise thsit, although any one industiy might be considerably 
improved by the transfer to it of a few' more of tlie best organisers, 
yet it does not in the least follow tliat industry as a whole would 
be any the better organi.sed in consequence. And I submit that 
any theoretical instrument which blinds us to the ultimate facts 
demanding this recognition is n very poor tool of economic 
analysis.^ 

^ Of courso, tliis is not nil tijat van 1x5 said af^ainst tlio conccj)tion. When 
wo turn from tho sphere of economic mcclianics and oxainino tho j)rol)lein.s of 
cliango and development — those realms of economic biology which, aecordinK 
to Marshall, should be tho Mecca of tho economist — it may bo urged that it is 
liable to veil from us tho true nature of economic growth. This is not a matter 
which I wish to enlarge upon here— tlio idea W'as first suggi'sted to me by I’roft ssor 
Young, and I gather that he himself is contemplating a more extemsivo develop- 
ment of it. But for tho sake of eoinj)Ieteness it may be pointed out that, in s 
world in which growtli in tlio economic system j)roe(5e(]s just ns mucli by way of 
differentiation and subdivision as by the expansion and development of par- 
ticular fscoiiomic units, the idea of a representative unit wliieh preserves its 
essential identity while undergoing jirogressive expansion is apt to bo very 
misleading. An industry cornmencCM as a grou]) of units in each of whicli whole 
commodities are mamifu(7turcd. It grows, and, ua a rosiilt of technical cliang' S 
and tho expansion of markets, subdivision takes place. There is now one group 
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V 

So far tho argument of this paper has related chiefly to con- 
siderations of value and equilibrium. In conclusion it may be 
worth while to indicate very briefly what bearing it may bo 
conceived to have on other departments of economic theory. 

(1) In the first place, it may be claimed that it is finally 
conclusive against any idea of a tendency of profits to equality 
— however profits are defined and delimited . Arguing on different 
lines and treating not so much of the ])rofits of entrepreneurs and 
business units, but rather of the incomes of dealers in commodity 
markets, Mr. Hawtrey reaches a somewhat similar conclusion in 
The Economic rrohlem.^ When I reviewed this in KcoDomica - 
1 ‘ccently, I remarked that 1 found it hard to think of an economist 
who had argued the contrary proposition. 'J'his statement I do 
not retract. But I think it riglit to observe tliat tlie idea of a 
Represeniativ'c Firm is liable to give rise to a contrary impression. 
If, in the long-period adjustment, all firms were representative, 
then clearly in any industry all profits would be equal. I do not 
contend that Marshall \vould have argued in this way. It is, 
indeed, highly significant that in the chapters in the Principle 
which deal with jwofits the representative firm is conspicuous by 
its absence. But, as we have seen from the case of ]\rr. Hender- 
son, it certainly docs not require a very incautious use of the 
eoneeption for a position not di.ssimilar from this to be arrived at. 

(2) Secondly, it may be urged, considerations such as tliese 
imply great caution in interpreting the attempts which arc made 
from time to time to establish by statistical analysis the optimal 
size of business unit for any industry. I do not refer here to 
the obvious difficulties of eliminating from such statistics the 
effects of momentary disturbances, serious as these difficulties 
are. I refer rather to the fact that, if the foregoing observations 
are correct, then even if, by the elimination of .seasonal fluctuations, 
cyclical disturbances and the like, ivc can suppo.so our statistics 
to exhibit the result of more permanent tendencies, we must still 
recognise that there is 7 wt one optimal size, hat as manfj optima as 
there are different kinds of comhi nation , and that any attempt to 

of units carrying through one .stage of mnnufacturo ; nnotlior in wliich tho j)rof.o.s.s 
is carried to completion. lSun*ly in .su<’h u <*asc to continiio to speak of the 
represent at ivo firm of tho industry in que.stioii is to suggest a state of affa-irs 
having no counterpart in reality- to introduce nn economic nominalism winch 
has not ovon tlio Kiuij)pian excuse of a legal continuity. It is no accident, I 
Huggost, that in Itidn.stri/ tu\d Trade where jiroblems of this sort are dealt with, 
tho use made of the Representative Firm is even more nebulous and half Iiearted 
than in the Principles. 

' Hawtroy, The Economic Problem, p. 40. » Economica, Juno 1927, p. 173. 
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conclude that divergencies from any one of these imply incfli- 
ciency may lead to serious errors of judgment. 

This does not mean, of course, that, in despair of attaining 
])erfection, statisticians should refrain from attempting such 
investigations at all. Insistence on the theoretical impossibility 
of obtaining exact results does not imply the need for a self- 
denying ordinance with regard to approximations; and it docs 
not follow that ivlicrp^ technical considerations arc of pre^mid era tin (j 
importance investigations of this sort will not yield useful results, 
c' cn though other things are not eguaL Statisticians sliould be like 
Tertulliaii : they should be willing to believe in the absurd, lest 
theoretical scepticism should paralyse their activities. Hut, 
unlike Tertullian, they should not complain if subsequently 
rationalist infidels submit these beliefs to the most vigorous 
theoretical scrutiny. 

(3) Finally, T submit, if the foregoing results arc valid, they 
enable us at once to dispose of the theoretical flaws in the fUqaat 
of the Colwyn Commission and the very valuable memorandum 
of Mr. Coates, against which Mr. Robertson has recently mustered 
so imposing an armoury of weapons. As a theoretical economist, 
1 need hardly say how thoroughly 1 endorse Mr. Robertson’s main 
conclusions, nor how entirely unacceptable I find the argument 
he opposes. But to show' that the scarcity of the services of 
business men is on just the same footing as the scarcity of other 
factors of production, and that taxes on the payments for these 
services arc to be explained in the light of exactly the same broad 
theoretical generalisations as appl}^ to other taxes, docs not, 1 
submit, necessitate the resurrection of tliis cumbersome appai atus 
of representative business units. All that is necessary is to 
show (1) firstly, that a curve showing the particular recei])ts 
of particular firms over a short period is simply a chart of results, 
and does not represent ultimate causal factors; (2) that, in any 
given productive situation, different business men and different 
business units may be expected to earn different ])rorits even in 
the lower paid; and (3) finally, that taxes on these profits will 
affect prices more or less according as the conditions of sup}>ly 
are more or less elastic. All this, of course, Mr. Robertson has 
done with a skill and persuasiveness which render repetition 
unnecessary. The contention of this note is merely that, the 
vindication of Marshall apart, a greater economy of theoretical 
apparatus was possible. 

Lionel Robbins 

New College^ Oxford 

January 1928 



THE INDIAN RESERVE BANK AND SIR BASIL 
BLACKETT’S WORK IN INDIA 

The Indian Reserve Bank, wJiieli Sir Basil Blackett liad 
hoi)ed might be liis crowning achievement in India, was side- 
tracked, and for the present has had to be abandoned. But 
thongli the Reserve Bank Bill was an unfortunate anti-climax, it 
must not be allowed to overshadow and detract from the splendid 
service which Sir Basil has rendered to India during his term of 
office as Finance Minister to the Government of India. 

I 

Sir Basil Blackett assumed office as Finance Member to the 
Government of India in 1923. The first tiling which caused him 
considerable anxiety was the five years’ accumulation of deficits 
which had continued from 191 B to 1923. Fortunately for Indian 
finance, a succession of good monsoons was experienced, w'hich 
n^sultcd in bringing prosperity to tlic country; the elTcct of this 
favourable cycle, togetlier w'ith a wise handling of the finama'al 
situation, has been that the accumulation of revenue deficits has 
been wiped out. Since 1923 the unproductive debt of India has 
been diminished by Rupees 7() crores (£57,000,000), and the pro- 
ductive debt has been increasc'd by Rupees 189 crores, or almost 
£1*12,000,000. One significant test of this favourable financial 
position is to be found in the status of Indian Government credit 
on the British money market. 8ome years ago India had to 
])ay 7 per cent, interest on sterling loans; this year she wa\s able 
to borrow at a rate not much higher than British Government 
securities command. 

Finance Ministers in India have to do a considerable amount 
of missionary w’ork in educating ])ublic opinion in financial 
ri'sponsibilitj^ and in credit and banking procedun'. In this field 
Sir Basil has done an immense service; his Assembly speeclu‘s 
on his budgets and his public addresses on monetary matters 
have been characterised by a lucidity whicli many an ordinary 
man in the street has been able to grasp and appreciate. He 
has preached the intricacies of high finance in such a chair and 
interesting W'ay that many an Indian college student has been 
attracted to public finance as his special study. 1 his is decidedly 
to the good and to the advancement of Indian public life. 
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The outstanding event in the Blackett administration was the 
work and the Beport of the Royal Commission on Indian Currency 
and Finance, and the actions taken as recommended by tlie 
(Commission. The Hilton Young Commission dealt with the 
following main problems : — 

(n) The establishment of a gold standard for India ; 

(/>) the creation of a Central Bank, its organisation and 
responsibilities ; 

(c) the ratio of the rupee to gold, and 

(d) the arrangements to be adopted during the period 
which must elapse before the Central Bank can be organised 
and begin to function. 

Sir Basil’s administration will be historical for successfully 
dealing with the first and the third items mentioned above. 
India is to-day established on a gold bullion standard, and the 
battle of the rupee has been fought; the ratio has ])een fixed at 
1 . 9 . 6</. to the rupee. The second item, and the fourth, which 
depends u 2 )on it, have been laid on the table for future considera- 
tion at a more convenient season. 

In his sixtli and last Ikidget Sir Basil Blackett was able 
to make one more contribution to Indian financial progress, 
for which his administration will be historic. In tlio Budget 
speeoli lie liimself said : “ It is not a S 2 )ectacular budget. After 
the budget of 1027-8, and the railway budget for 1028-0, with 
its large reductions in passenger fares and in freights, it miglil 
almost be called an anti-climax.” No new taxation was imposed, 
and yet there has been accomplished the final and comphde 
remission of the Frovincial contributions to the Central Govern- 
ment. This now closes an incident which has been a serious 
burden to several Provinces ever since the Meston Agreement 
was made. The saving of those contributions will enable several 
of the larger Provinces — for instance Madras, Bengal, and Bombay 
- to have considerable suras of money each year to bo utilised 
for the more distinctly nation-building departments of the 
Government. 

Seeing that in some years a sum which reached nearly 
1,000 lakhs of rupees had to be contributed by the Provincial 
Governments to the Government of India, one will easily realise 
the burden of it, and the relief wdiicli is now felt as a result 
of their remission. The Meston Award fixed a percentage of 
contributions which the provinces were cxiiected to pay in order 
to meet the yearly deficit of the Government of India. These 
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proportions were : 19 per cent, from Bengal ; 18 per cent, from 
the United Provinces; 17 per cent, from Madras; 13 per cent, 
from Bombay; 10 per cent, from Bihar and Orissa; 9 per cent, 
from the Punjab, and other provinces in smaller ratios. ^ The 
burden of these contributions will be ap])reciated when one calls 
to mind that Madras had to furnish no less a sum than 348 
lakhs of rupees per year; “the Madras Government felt this 
sacrifice all the more keenly, since if their standard of public 
expenditure had not been kept by them in the past at a com- 
paratively moderate figure, their windfall under the reformed 
system of finance would not have been so great, nor consequently 
would their contributions.’* 

Well, all that is a thing of the past now, thanks to the work 
of Sir Basil Blackett, who introduced a personal note in con- 
cluding his last financial statement, and, bidding farewell to his 
office and to India, said : “ 1 cannot more fittingly close my 
statement than with the prayer that no storm from without or 
from within may deseemd upon India to disturb the bright pros- 
po(;ts of financial well-being to which she seems to-day to be 
justified in looking forward.” 


II 

The question of a Central or Beserve Bank for India presents 
a number of intricate problems, both political and financial, 
which I fear it will take many years yet to solve. There is no 
question about the need for such a bank in India, both Indians 
and Europeans being agreed that the progress of India in industry 
and commerce warrants this further step in the correlation of her 
l)anking system. Consequently, when the Boyal Commission 
recommended “ the creation of a Central Bank,” the announce- 
ment was received with genuine satisfaction, and with a desire 
on the part of representative Indians to co-operate in its estab- 
lishment, for they realise that the lack of a Central Bank is a 
serious drawback to the development of a satisfactory credit 
system, and hinders industrial and commercial advance. 

But before one can fully understand the attitude of well- 
educated and experienced Indian men of afiairs towards this 
question, and their opposition to the Reserve Bank as introduced 
by the Government, one must bear in mind two or three things 
of vital significance in the situation. One thing is an attitude of 
mind — the psychology of popularity. Bishop Azariah of l)or- 

^ Imlta in 1920-7, by J. Coatinan, p. 2 IS. 
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nakal explained this attitude recently in a Conference, in which 
he said : 


“ Another weakness in all Indians is the love of popularity 
and the wish to throw resjionsibilit y on som(>one else ; many 
of them arc afraid to take responsibility, for fear of becominj^ 
unpopular. Indians,” he said, “ lack courage to do the 
right at all costs. Tliis characteristic makes for a certain 
wi‘akness in Indian national life.” 

Tliis interpretation of the national character by an Indian is 
supported by many illustrations. The establishment of a Reserve 
Bank would undoubtedly have taken India a long way towards 
linancial swaraj, but because the suggested constitution of tlie 
new hank was not just in accordance with the ideas of some of 
tlic more radical nationalists, strong opposition was developed, 
which finally resulted in defeating for the present the whole 
measure. The leaders were not willing to take a i)artial success 
and ^vork on steadily until they could got wliat they wanted ; 
it must be from the start exactly as they wished it, or notliing 
at all. In so doing they lost the substance in grasping for the 
shadow. Or, take another case, in certain provinces Sw^arajists, 
when given the opijortunity, refused to accept Ministerial ollici* ; 
the only reason that one can believe being that they w'ere afraid 
to assume the responsibility. 

The political situation has complicated the issue. Tht' 
Statutory Commission on the working of the Reform Schenu' 
wais soon to begin its work. The (piestion before the Simon 
Commission is, Is the time ripe for another advance tow'ards 
self-government for India, and along what lines ? That question 
naturally has a very direct bearing upon the establishment and 
constitution of a Reserve Bank. Nationalist Indian opinion is 
working for more powder in the hands of the Legislature and a. 
lessening of the authority of the Executive. A State Centred 
Bank as a function of the Legislature is, in their eyes, right in 
line with their jDolitical aspirations, and the logical method of 
advance. You see how closely related in tlic minds of Indians 
arc these questions of banking and politics. We from the West 
arc not so politically-minded; we distinguish between banking 
and politics, and try to keep them separate. But not so in 
India. Practically every question, financial and economic, has 
its political foundation and bias. Consequently, when Indians 
are thinking about establishing a Reserve Bank, or adding new" 
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courses in the university, or considering military training, it 
quickly becomes a political issue. 

There is still another far more formidable attitude of mind 
which must bo considered in this connection. Indian opinion 
generally is obsessed with a great suspicion that a banking 
institution set up by the Government of India will have for its 
first and chief objective the serving of British at the expense of 
Indian interests. From the Indian point of view there are 
significant reasons for this attitude : the miscalculation in 1920 
on the rate of exchange, and the costly eff(nts made to stabilise 
the rupee at 2s. have not been forgotten ; the recent bitter fight 
over stabilising the rupee at 6d. in opposition to the Indian 
desire for the traditional ratio of Is. 4d . ; and as the result of 
Sir Basil Blackett’s visit to London the introduction of an entirely 
new Reserve Bank Bill at the evident suggestion of the Secretary 
of State for India — these events cannot help but carry with them 
to the Indian mind the evidence of British interests, and the 
opposition of “ Whitehall ” to what Indian public men regard 
as Indian interests. Rightly or wrongly, there it is; the best- 
informed Indian oi)inion is suspicious that in this Reserve Bank 
British interests will stand first, and while they submit in dis- 
tinctly political matters, they do not want their Central Bank 
doininatetl by ‘England. 

Coming now to the real question at issue — the constitution 
of the Indian Reserve Bank — the controversy has raged around 
a »Statc Bank versus a Shareholders’ Bank. Indian nationalist 
opinion and the large majority of the politicians throughout the 
country strongly favour a State Bank, which shall be organised 
and its policy determined under the direction of the Indian 
Legislative Assembly. On the other hand, British financiers and 
business men, as well as many Indian business men, favour a 
private Central Bank, free from direct political inlluenco. The 
issue is vital, and the lines of cleavage are clearly drawn. A 
State Bank, whose policy and directorate shall be under the 
direct control of the Legislative Assembly, is what the Indian 
nationalists want ; it is the financial part of the swaraj movement ; 
and so strong and important is the desire that it cannot be refused 
serious consideration. The foreign financiers’ position is equally 
strong and well defined ; they do not have confidence in the 
ability of the Indian politician to control such a national institu- 
tion as a Central Bank, and to determine its policy ; they are 
not prepared to accept the position that Indian banking interests 
and politics should go hand in hand; they believe that the 
No. 151. — VOL. xxxvin. ee 
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financial interests of the country will be conserved best by keeping 
banking and politics absolutely separate, at least at the present 
stage of India’s political development. 

When one takes into consideration the experience of other 
countries and the prevailing tyt)es of Central Banks in them, 
one is convinced that at the present time the Bharelioldors’ Bank 
is by far the wiser and safer type for India to follow. The pre- 
war tendency was to emphasise the place and control of the 
State over the Central Banks. Sweden and Australia are examples 
of that position. In Sweden the charter states that the Biksbank 
is governed by a board of seven directors in accordance with the 
laws laid down jointly by tlic King and the Riksdag. Of these 
directors, one is appointed by the King, and the other six directors 
are appointed by the Riksdag. The Riksbank is “ placed under 
the guarantee of tlic Riksdag.” In tlie Commonwealth Bank of 
Australia it is stated in the eliarter that tlic Government shall be 
responsible for the payment of all moneys due by the Bank, and 
the Government have a controlling interest in the policy and 
management of the Bank. But the war clearly showed the danger 
inherent in such a central banking system. — The Brussels Con- 
ference in 1920 adopted the following proposal : “ Banks, and 
especially a Bank of Issue, should be freed from political pressure 
and should be conducted solely on the lines of prudent finance.” 
The Bank of England and the Reiclisbank of Germany arc notalile 
examples of the independent type. All through its long history 
the Bank of England has maintained its independent character, 
and has rejoiced in its freedom from Government control, but of 
course, as everyone knows, in times of national crisis there is 
close co-operation between the Bank and the Government. In 
the German Bank Act of 1924, which reorganised the Rcichsbank, 
there occurs this remarkable statement : “ The Rcichsbank is a 
bank independent of Government control. . . . Thus the exist- 
ence of a Central Banking system which provided the Government 
with a recognised financial agency has proved to be essential 
when the Government of a country is faced with financial probltuns 
of the first magnitude,” but, the offer of wise counsels in such 
matters is one of the important services that a strong Central 
Bank can render to the nation, but such services can only be 
looked for when the Bank’s independence is fully safeguarded 
by law and practice.” ^ ” Monetary policy should be independent 

of political contingencies, and the surest way to secure this result 
is to place the control of the note issue in the hands of a bank. 

^ Central BankSf by Kisch and Elkin, pp. 30, 38. 
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These two considerations, economic and political, explain why 
the issue of notes has not been left in most countries under the 
control of the State, but has been handed over to appropriately 
constituted banks.” ^ Other evidence might be produced, but 
perhaps enough has been said to show that the experience of 
most countries, and the position of most writers on the subject, 
is that a Central Bank independent of Government control is 
more desirable. This conclusion has a direct bearing on the 
question of a Reserve Bank for India; at the present stage of 
India’s political experience and development it would not be a 
wise procedure to place the proposed Reserve Bank under tlie 
control of politicians, Tlie Indian Central Bank must be kept 
above the vagaries of party politics, and the best way to do that 
is to make the Bank by constitution independent and free from 
political influence, with a mind of its own, and able to determine 
its own policy. That is the type of Reserve Bank which India 
needs to-day. 

The following paragraph from the Irish (Free State) Banking 
Commission is of interest on this point : 

Mindful as it is of the disasters of past years in all 
countries where currency w'as issued by the Government, 
and recognising the hazards which come from changes of 
Government, from the development of budget deficits and 
other evils from which no country has found itself immune, 
the Commission is definitely of the opinion that the manage- 
ment of the legal tender note issue should be placed in the 
liands of a non-political and independent body, which shall 
control the conditions of issue and shall have full control 
and custody of the securities it holds.” 

III 

What of the future 1 For the time being the status quo will 
remain; that is, the Government Currency Department will 
continue to function, and the Imperial Bank will carry on its 
banking business on Government account. But everyone realises 
that this is at best only a temporary arrangement. The w’^ork 
of the Simon Commission will have the right-of-way as the focus 
of attention for the next two years, and even banking reform 
will be side-tracked. Within tw^o years the question of renewing 
the charter of the Imperial Bank will come up for consideration ; 

' Central Banks, by Kisch and Elkin, p. 0. I bid., p. /2. 

EE 2 
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in that connection, and also to review the broader issue of the 
Reserve Bank, it would be most opportune to liave a Commission 
appointed to consider the whole problem of banking in India, as 
the Hon. Sir P. C. Sethna has advocated in an article on “ Indian 
Banking ” in a recent issue of Capital : 

“ There is no doubt that there is enormous scope for the 
development of Indian banking. What has been achieved 
so far is comparatively very little indeed, and, as a writer 
in The Economist once pointed out, there arc still approxim- 
ately five hundred towns in India with i)opulations of 10,000 
and upwards which do not as yet enjoy any modern banking 
facilities at all. The External Capital Committee observe 
in their report as follows ; 

“ ‘ India possesses a vast .store of dormant capital await- 
ing development, and in order to make this available for 
investment, banking facilities must be increased and extended. 
The examination of the various technical measures suggested 
in the replies with this object in vieav, is outside the scope 
of the Committee, but we would emphasise the importanc(^ 
of a co-ordinated survey })eing undertaken at the carli(‘st 
opportunity of the whole Held of banking in India. This 
should be follow'cd by a detailed examination by an expert 
committee or committees of tlie lines along which progress 
should be effected.’ ” 

It will be remembered that this was also the position and 
recommendation of the Royal Commission on Indian Currency, 
and since the breakdown of the Reserve Bank Bill the need for 
such a survey to deal with the additional questions of the future 
of the Imperial Bank and the extension of ])anking facilities 
throughout the country has become still more apparent. Sir 
P. C. Sethna continues in the article referred to above : 

“ The extension of banking facilities is thus necessary in 
the interests of India’s economic development. Whatever 
may have been the merits or demerits of the Reserve Bank 
Bill which had to be dropped, whosoever may have been 
re.sponsible for the strong opposition it had to encounter 
and for its ultimate withdrawal, there is now a consensus of 
opinion in this country that the failure of the implementing 
legislation for a Central Bank emphasises the necessity for 
an early and exhaustive survey into the whole field of 
banking in India.” 
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As an outcome of such a survey the need for an Indian Central 
Bank will again bo expressed. For India to take her rightful 
place among the nations of the w'orld she must develop a Central 
Bank ; it W'ill help to secure stable prices at home and the main- 
tenance of stable foreign exchanges; it will also give India a 
place and a voice in the International Association of Central 
Banks which is coming. 

‘‘ ]\Ieasurcs of currency reform will be facilitated if tin* 
practice of continuous co-operation among central banks of 
issue or banks regulating credit policy in tlie several countries 
can be developed.” ^ 

As to the form which the Reserve Bank will take w^hen it next 
comes up for consideration, the WTiter is not convinced that the 
possibilities of the Imperial Bank of India have been sufficiently 
canvassed. In his written statement to tlie Royal Commission 
on Indian Currency the WTiter advocated that the logi(ial thing 
to do w’ould be to make the Imperial Bank the Central Bank for 
India. In reviewing the situation since the withdrawal of the 
Reserve Bank Bill, he thinks that the claims of the Imperial 
Bank w'ill have to be reconsidered. Those in India w’ho know 
the feeling of the country at first hand cannot think otherwise 
than that w^hen the question comes up again the demand for a 
State Bank will be as strong as ever, and may easily result in 
another deadlock. By making the Imperial Bank the Reserve 
Bank for India, various cpiestions which have become so promi- 
nent, such as those of a State Bank, of political influence, and of 
the personnel of the directorate, probably would not have arisen. 
At least wn shall have to reconsider the question in reference to 
the Reserve Bank of utilising an organised and functioning Bank 
or a new Bank, and if the difficulties are too great to surmount 
in organising a new' bank, then the easier way out of the impa.^sc 
may be to reorganise the Imperial Bank as the Cent ral Bank for 
India. 

A. J. Saunders 

University of Madras. 

1 Resolution 3, Report of the Financial Commifisiun at flrnoa, 1022 
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Those who have been investigating the subject of industrial 
fluctuations in recent years may be divided into three groups. 
The first, to which most economists belong, comi)rises those who 
are mainly interested in causes and, assuming fluctuations to be 
an evil, in seeking remedies. The volume recently published by 
Professor A. C. Pigou is the outvstanding example of this type of 
investigation. The second group of investigators consists of 
those who are mainly concerned with the actual course of trade 
and the possibility of measuring fluctuations in business activity. 
Far the most interesting example of the work of such investi- 
gators is to be found in Mr. Carl Snyder’s Business Cycles and 
Business Measurements. The third group consists of those who 
arc mainly concerned not with the actual course of trade in tlu' 
past but with the probable course of trade in the immediate 
future. They are the business forecasters. It will be observed 
that these groups arc not mutually exclusive. Investigators who 
concentrate mainly upon the statistical features of the business 
cycle can hardly escape the discussion of causes, nor are they 
always able to withstand the temptation to project their curves 
beyond the present. Moreover, those who are mainly concerned 
with forecasting the future of trade base their predictions mainly 
upon the results of their examination of past events and 
sequences.^ Nevertheless, the purposes which the three groiq^s 

^ The possibility of forecasting future activity depends not upon the existerue 
of cyclical fluctuations, but upon the possibility of establishing fairly high degrees 
of correlation between time series. This possibility might exist oven if fluctuations 
in general trade activity wore irregular, in the sense that they revealed neither 
secular nor cyclical changes. 
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have in view are sufficiently diverse to justify the classification 
which I have suggested. 

The first question that suggests itself is whether we may 
reasonably assume general business activity to be capable of 
measurement. If it is not, then it is hopeless to consider the 
further possibility of measuring fluctuations in that activity. The 
various elements which together constitute general business 
activity are not only capable of measurement but have been 
measured for various purposes for many years. Further, the fact 
that people use the words general business activity ” shows that 
in some way or other they build up a synthesis in their own minds. 
The case is analogous to that of prices. The device of a general 
price index is one which is now^ universally accepted. The indexes 
employed by dillerent countries are not built in the same way, 
even when tliey relate to the same elements, such as whole- 
sale prices or n^tail prices or wages. Such questions as the 
number of items to be included, the methods of weighting and of 
sampling still form the subject of technical controversy among 
statisticians. But the fact that a price index which lias been 
properly constructed is of value is no longer denied even by those 
economists who have the greatest horror of curves and equations. 
It is doubtful, however, whether it is realised why a price index 
])Ossesses significance. It seems to me that it derives its signi- 
licance from the fact that there is a fundamental sympathy 
between the prices of different jiroducts or services. These prices 
arc ultimately governed by the real costs of production, and so 
long as the relative real costs remain unchanged the constituent 
prices tend to move together. The wholesale price index curve 
from 1873 to 1895-6 shows a very marked downward trend. 
From an examination of that curve it is known not only that the 
composite index has fallen but also that the vast majority of, 
if not all, the individual prices have fallen. After making full 
allow ance for changes in real costs due to inventions and improved 
organisation (or, in the case of some raw materials, the operation 
of the law of diminishing returns) the scatter of prices is anything 
but arbitrary. If it were arbitrary, a general price index curve 
would lose all economic significance. If changes in that curve 
were due to purely arbitrary and wholly unrelated changes in the 
constituents it would convey no information about the latter and 
would therefore be meaningless. It is the element of stability 
about the scatter that gives it significance. The tendency for 
individual relative prices to conform to relative real costs of 
production acts as a sort of centripetal force, the existence of 
which gives a meaning to a composite index. 
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It scorns to me that a centripetal force also exists which gives 
meaning to the words ‘‘ general business activity.” In the 
economic world there is such a thing as an industrial balance. 
We know that if one industry or a small group of industries shoots 
too far ahead it becomes relatively unprofitable and remains 
unprofitable until other industries have caught it up. If another 
industry or group of industries lags behind it becomes relatively 
profitable and its growth, relatively to the growth of other 
industries, is aceeleratc'd. Ilclativc profit acts as a unifying 
force tending to restore and to maintain that relationship between 
industries which is approju’iate to the expressed needs of the 
community. It is for this reason that the words “ general business 
activity” possess significance and an index of business activity is 
worth seeking. This statement does not exclude the possibility, 
even the inevitability, of long-period changes in the relative 
importance of individual industries or other forms of economic 
activity. Just as changes in real costs influence the scatter of 
individual prices over a long period so, too, the decay of some 
industries and the discovery and development of now industries 
produce long-period effects upon the economic balance. But the 
effects of such changes are not of the first importance in the 
discussion of cyclical fluctuations either in prices or in industry. 
It may therefore be presumed that if it can bo found, an index 
of business activity, by revealing the significant features of such 
fluctuations, would constitute a real contribution to economic 
knowledge. 

Mr. Snyder has endeavoured to construct such an index. 
While it would be impossible to giv’^e an adequate summary even 
of the method which he has employed, it may be worth whih' 
attempting to describe, in language stripped, as far as possible, of 
technical terms, the cliief stages in Ids extremely elaborate 
investigation. The investigation may be divided into two parts, 
tlie first being concerned with the long-period growth of industry, 
the second with business cycles. The first differs from similar 
investigations only in the method of synthesis. Mr. Snyder 
submits curves showing the growth of population since 1800, the 
growth in the production of well-known commodifies and the 
growth in other forms of activity, such as railway traffic, imports 
of raw silk and cigarette consumption. Ho experiments with two 
samples, one containing 49, the other 87 scries, each relating to 
some form of economic activity. Having expressed all in a form 
showing the rate of growth per annum, he merges them for the 
periods covered by all the samples. His method is to take the 
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unweighted average. He defends the use of the unweighted 
average on the ground that even the smaller number (49) of 
samples is relatively large and is representative of many fields of 
productive activity. He finds that the results correspond very 
closely to those discovered by other investigators — Day, Stewart 
and King — who employed weighted averages. The results are 
interesting. The rate of growth of population since 1 800 has been 
about 2*3 per cent, per annum, though it has fallen steadily 
during the last fifty years. During the later period, however, (he 
rate of growth of productive activity has remained almost cojislant 
at about 3.J per cent, per annum, wdnch may be regarded as the 
rate of normal growth. He states that busiiu'ss iluctuntiims may 
be defined as deviations from the line of normal growd-h, and is 
therefore led to consider the statistical problem of measuring 
such deviations. 

The second part of the investigatioji is divided into two 
sections, the first of wdiich is concerned wdiolly with the post-war 
period and seeks to measure business fluetuations during that 
period, for which the necessary data are available. J^rst lie 
considers each of a large number of series or different forms of 
('conoinic activity and subjects it to the following treatment. In 
'tlic first place, he measures the secular trend by the dcvi(;e of the 
moving average, or, where necessary, by fitting the appro] ahitc 
smooth curve to the actual data. As he is now’ concerned with a 
comparatively short period (that is, with cyclical fluetuations, not 
with secular trends), seasonal lluct nations become important. 
His second stej) is therefore to find the seasonal index for each 
month and to multiply the ordinate for each month on the line of 
seeidar trend by the seasonal index for that month. I he. result 
is a figure which indicates wdiat the activity w’ould be for that 
month if there had been no business cycle, that is to say, the curve 
which is shown is the curve of normal growth after allowing for 
normal seasonal fluctuations. The relation of the line shf)wing the 
actual data to this now’ line sliow^s the lluetuations of activity 
in the item or scries under consideration. He measures the 
cyclical movement by dividing the ordinate for each month on the 
line containing the actual data by the corresponding ordinate of 
the line of normal growth, corrected for normal seasonal fluctua- 
tions; in other words, lie multiplies the ordinate of trend by the 
seasonal index and divides the product into the actual data. 1 he 
result for each month is expressed in the form of a ])ercentage 
deviation and the appropriate curve is plotted. Ml this is done 
for each series, and wo shall presently find that an enormous 
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iiuniber of borics arc employed. Some of the series arc expressed 
not in weight or volume, but in value. Since values are influenced 
by the general jwice level, Mr. Snyder was compelled to “ deflate 
the dollar,” that is to say, to eliminate, from the scries expressed 
in values, the effects produced merely by changes in the value of 
money. In tills way all the series arc reduced to a common 
standard. It will also bo observed that the index number of 
llnel nations is based upon the curve of normal expectancy, so 
that the question of fixing a suitable 3 Tar as base does not arise. 

So far we have been concerned with the way in which each of 
the seleeti'd serit's was transformed by Mr. Snyder. Tii the lu'xt 
section of the book he discusses tlie series which he selected for the 
purpos(‘ of s(‘euring a composite index for general business 
aetivitv. In sampling and weighting the various elements of 
business aetivitv he has emplo^'cd seric's for which monthly 
data were obtainable from the beginning of lOlh. The.se are 
divided into the following five groups, to each of which an appro- 
])riate weight has been given : (1) productive activity 20 per cent. ; 
(2) pi’imary distribution 22 per cent.; (-I) distribution to con- 
sumers 20 per cent.; (4) general biisini'ss activit}' 17 per cent.; 
(5) financial activity 0 ])er eenf. 'I'hese groups include 28 items; 
for examj)le, producers’ goods and consumers’ goods are included in 
the first. The item ‘'producers’ goods ” itself includes 15 series, to 
which varying weights are given. Thus it will bo seen that IMr. 
Snyder builds uj) averages upon averages. The methods of 
classification and the weights given to different series and groups 
of series will no doubt form, among technical statistiidans, a 
subject of contro\Trsy similar to the controversy regarding the 
items and weights emploved in the construction of price index 
numbers. But the problem of selection and of giving appropriate 
weights falls into a different category from the more fundamental 
])roblem whethei' any form of index possesses economic significance. 
Having built up the .separate series in the way already indicated 
and given them appropriate weights, Mr. Simler merges them in a 
single series representing general bu.sinoss activity, and submits it 
as a measure of cyclical fluctuations. 

Mr. Snyder is not the first to attempt to measure business 
c^xdes. The three-curve indexes of the Harvard Economic 
Service and of the London and Cambridge Service arc already 
well known; so, loo, is the composite curve of the American 
Telephone and Tidegraph Company. Moreover, single line 
indexes are emjiloyed by private services which supply busines.s 
forecasts, although these, however valuable they may bo for their 
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immediato purpose, are not generally accepted by scientists as 
satisfactory measures of business activity. Mr. Snyder, however, 
seems to be the first to have drawn upon such a wide range of 
material as that which has become available since 1919, and to 
have submitted a single line index which is claimed to be a 
scientific representation of the business cycle. 

At this stage one comment may be offered. Mr. Snyder 
himself observes that Professor Wesley Mitchell had already 
suggested that it was impossible to isolate cyclical from seasonal 
fluctuations ; for example, “ a revival of business activity is 
likely to occur in any particular scries at the season of generally 
high activity, and depression is likely to begin at the season of 
generally low activity.” I venture to suggest that it is also 
impossible to isolate cyclical fluctuations from secular trends. 
It is already evident from statistical data now available that 
cyclical fluctuations arc materially influenced by secular trends in 
prices. Depressions are deeper and more persistent and booms 
more modified and of shorter duration when the trend of prices is 
downwards than when it is upwards. If we ignore price trends 
there remains the fact that industrial fluctuations may also be 
materially influenced by the rate of growth of pop\ilation (which 
is the chief determinant of the rate of growth of industry) and the 
rate of growth which is independent of the growth of population. 
There is a strong presumption that the net efiect upon cyclical 
fluctuations of a rapid growth of population is similar to the net 
(‘fTect of an upward secular trend of prices, that is, it tends to 
curtail and mitigate the depression and to prolong and intensify 
the boom. This fact is important in relation to the geographic 
unit from which the data are drawn. Mr. Snyder regards, for 
his purpose, the whole of the United States of America as a single 
economic unit, and the weights which he gives to the various series 
are influenced by that fact. If, however, the New England 
States and, say, Montana, were regarded as separate units the 
weights given to difiorent scries would need to be considerably 
modified (for example, Montana produces metals but no cotton) 
and the results might bo different. The rate of growth of 
population has varied considerably in different parts of the 
United States, and it seems fairly evident that these have 
experienced different fluctuations. The identification of units of 
economic investigation with political units may result in obscuring 
many facts of significance in the study of industrial fluctuations. 
The results revealed in the general business index curve drawn by 
Mr. Snyder is a composite index for a series of geographic units 
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which differ from each other more materially than Germany differs 
from this country, with the result that while it may be true of the 
United States as a whole it may not be true of any geographic 
unit within the United States. While we were lost in amazement 
at the recent prosperity of the United States, the manufacturers of 
New England were bemoaning the fact that their industries were 
suffering from the movement of trade westwards.^ 

A further general consideration may by submitted at this 
j)oint. Mr. Snyder divides the influences upon trade into secular, 
seasonal and cyclical. In an early chapter he points out that 
extraneous factors such as wars and discoveries of gold have had 
remarkably little influence upon the secular growth of trade, 
which, in the face of all political and accidental factors, has shown 
a remarkable persistence and consistency. Nevertheless, the 
appearance of external influences of that type produces a marked 
effect upon so-called cyclical fluctuations, what is truly cyclical 
being due to the influence of forces inherent in the industrial 
s^^steni. 

The next stage in Mr. Snyder’s investigation can only ]>e 
indicated without discussion. Since 1919 there has existed “ a 
very accurate index of payments by bank cheques, through the 
compilation of debits to individual accounts.” The index of bank 
debits outside New York corresponds very closely witli the voIuiik' 
of trade index, and for the period covered by the two the formei* 
may be regarded as an adequate alternative representation. 
Presumably, therefore, if tlie bank debit index had been availahle 
over a long period it would have been similarly satisfactory as a 
representation of business fluctuations, provided allowance had 
been made for changes in 2 )rices. The index, however, does not 
go further back than the year indicated. But bank statistics of 
cheques going through the clearing houses exist from the year 
1875 down to the i)resent. During the period for which both were 
available they jiave followed the same general trend and “ corre- 
spond almost exactly, even in the minor fluctuations.” From 1910 
to 1922 the average ratio of debits to clearings was 114 : 1, and 
Mr. Snyder therefore multiplied clearings by P14, thus obtaining 
a monthly series from 1 875 to the time of vTiting. When this had 
been corrected for changes in prices, seasonal variations and 
secular trend, it was deflated for changes in prices. Empirical 
weights for the price index were used, those weights being given 
which for the post-war period made the correspondence as close as 
possible, and the result is presented as a curve representing the 

' Tho south of England cannot bo said to bo now suffering from depression 
of trade. 
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cyclical fluctuations of business from 1875 onwards. This 
represents the most courageous attempt yet made to exhaust the 
possibilities of very meagre statistical data. The remaining 
chapters also help in making the book the most interesting study 
in realistic economics I have seen for a long time. 

The relative merits of Mr. Snyder’s index and the thrcc-curvo 
index of business activity will no doubt form the subject of 
considerable controversy among statistical exports, in whose hands 
the problem may be left. It is suffieient to state that the sequences 
which they have revealed have led to attempts to employ them 
in forecasting future changes. Forecasting is, and always has 
been, a necessary part of business. “ When a man enters 
business, he enters a forecasting profession. He may forecast 
badly or w’ell, but forecast ho must. He may scorn business 
forecasters, but he cannot hel[) being one. lie may shun 
statistics, but he cannot help using them.” By means of careful 
statistical research it is possible to draw inferences and establish 
probabilities. It is true that the devices, such as curves of trend 
and co-eflicients of correlation, do not constitute arguments but 
merely slate facts. In business forecasting, however, carefully 
established facts, expressed in a manner which reveals their 
significance, are of the first importance. Further, Professor 
Persona, in an admirable essay included in the book from which 
the above quotation was taken, points out that the data provided 
by economic statistics are not of the kind in wdiich the theory of 
numerical probability can provide any assistance. “ In particular, 
reasonable forecasts of economic development can only be made 
by application of the usual methods of argument. To be sure, the 
conclusion of such arguments arc expressed, not as certainties, 
but as probabilities. They are not, how^ever, numerical proba- 
bilities,” but merely probabilities as distinguished from certainties, 
that is, “ non-mimerical statements of the conclusions of inductive 
arguments.” 

The probable future of any business firm is governed by three 
sets of objective influences, namely, general trade conditions, 
special factors influencing the industry of which the firm forms 
part, and special factors influencing the firm as distinguished from 
its rivals. Forecasting services usually confine their attention to 
the first of these, and the majority of the books which have been 
written on the subject are similarly restricted in their scope. 
Forecasting Business Conditions may be quoted as an excellent 
illustration of this type of book. It contains a useful description 
of the methods employed by the best known of the private 
services together with an estimate of the value of particular 
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items, such as transport, banking transactions and the stock 
market, as indexes of general trade conditions. The treatment of 
statistical devices remind one of books on practical mathematics 
once in great demand among engineers who were not mathe- 
maticians; it can hardly bo said to throw any light upon 
statistical mysteries for the non-mathematical economist. Never- 
theless, as a general description of forecasting methods in common 
use it may be recommended even to the latter. Mr. Jordan’s 
Business Forecasting may be placed in the same category. It 
contains a longer description of the stages of the business cycle and 
is more easily read by those who know no mathematics ; but it is 
less recent than the other and contains nothing of value upon the 
existing services. 

The volume published by the Poliak Foundation for Economic 
Kesearch, from which the above quotations have been drawn, falls 
into a different category. Although largely concerned with 
general business conditions it contains an extremely useful seric's 
of papers dealing with the objective influences determining the 
course of particular industries. In a wise article on the relation 
of manufacturing policy to the business cycle Mr. L. D. H. Weld, 
of the well-known firm of packers. Swift & Co., shows that iin 
industry may really be a combination of industries each branch of 
which presents special problems calling for separate treatment. 
“ What we develop on pork operations is of little value in deter- 
mining policy in the manufacture and sale of glue, or of fertiliser, 
or of soap. Hides and wool have different relations to the business 
cycle. Cold-storage operations in butter and eggs present th(‘iv 
own problems.” It is obvious that general trade conditions arc 
not a safe guide to the probabilities of any one industry. At one 
period during the war the German submarine campaign was 
extremely successful off the north Coast of Spain. Ships failed to 
bring Spanish ores to this country and many of our blast furnaces 
had to be shut down. For this reason our stocks of coke rapidly 
increased ; the price of coke fell to an unremunerative level and 
the production of coke was considerably reduced. This in turn 
created an acute shortage of toluol and benzol, which were 
urgently needed for the manufacture of explosives. A crisis 
developed as the result of which the by-products came to bo 
regarded as the main products. A large number of additional 
coke-oven plants were constructed and the supply of coke was 
afterwards far in excess of the demand. The conditions were, of 
course, abnormal, but the same type of problem appears even 
under commercial conditions. In some cases the raw material of 
one industry may be the by-product of another industry; as 
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Mr. Weld points out, the leather trade is influenced by the fact 
that hides are a by-product of the packing industry. Again, 
oil-cake is a by-product of the vegetable oil industry. In other 
cases the material is the product of the agricultural industry and 
its supply, therefore, cannot bo accurately estimated far in 
advance. Some industries arc largely at the mercy of changes in 
fashion ; thus, for example, the boot and shoe industry has been 
seriously affected in recent years by the growth in the demand 
for patent leather and bright-coloured shoes and the introduction 
of rubber heels and composition soles, while the textile 
industries have been affected by the growing use of artificial 
silk. New inventions may also prove a disturbing factor — 
railway traffic has recently been materially affected by the growth 
of motor transport by road ; the internal combustion engine has 
upset the calculations of builders of steamships. Export trades 
are subject to unforeseen fluctuations due to changes in tariffs or 
the grow'th of local industries of a competitive character. New 
industries providing substitute products may grow up in a niglit 
— the growth of the motor-car industry has inflicted irreparable 
injury upon the saddlery and harness trade. In post-war Britain , 
where the old industrial balance has been destroyed, few people 
would venture to predict the probable course of trade in coal or 
cotton. In the case of new industries there is 1 ittle or no experience 
to draw upon, and the task of the business forecaster becomes well- 
nigh impossible. There is, it is true, a curve of growth which is 
fairly representative of new industries that have afterwards played 
an important part in the national economy, and it may reasonably 
be employed in predicting the future of the electrical and similar 
trades ; but it only becomes of value when an industry has passed 
through the earliest stages of development and its future place in 
the national economy comes within sight. 

The individual firm has also to reckon with external influences 
which may be peculiar to its own business. Mr. Wallace’s 
Business Forecasting and its Practical Application stresses these 
influences. It contains an excellent general statement of the 
problem and a description of the general services already pro- 
vided. Moreover, as Mr. Wallace is the economic adviser of a 
well-known English manufacturing firm, the setting of the book is 
British rather than American, and may therefore prove to be more 
attractive than the larger American volumes to which reference 
has already been made and which contain the results of first-hand 
investigation. But the more interesting and valuable chapters of 
Mr. Wallace’s book are those in which he applies the methods of 
forecasting to the needs of an individual firm. A firm of cocoa and 
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chocolate manufacturers is obviously deeply interested in the 
conditions governing the cocoa and sugar industries as well as in 
general business conditions. Its market may be confined to a well- 
tlefmed area. If that area be, say, South Wales, its own fortunes 
are tliereforo largely governed by the course of trade in that 
region, and a business forecasting scliemc set up by the firm would 
need to provide for a close and continuous survey of the local 
eoal-iniiiing ami steel industries. 

It is not the function of an economist to forecast the probable 
future of an individual firm. There is no reason why ho should 
not attempt to forecast the future of an industry into the conditions 
of which he has conducted an elaborate investigation. If it bo 
true that the test of a science is to be found in the power of 
prediction which its study confers, it is clearly part of the normal 
function of an economist to study the past and future tnmd of 
industry in general, and this clearly involves the study of industrial 
11 actuations. If this be admitted it raises a (piestion of importance 
to teachers of economics who are expected to train future econo- 
mists. A scientist should bo able to take a critical view of the 
phenomena which he has to investigate. The husiiiess cycle is an 
eeouomie ])heiiomenon of the first importance, and a phenomenon 
which can only bo described with the use of graphs which boar a 
definite relation to each other ; caeli of these graphs is a statistical 
expression of a com[)Iex of facts which arc only fully known to the 
few who are responsible for their manipulation. The mere coni- 
])rehension of the statistical data which comprises the economic 
fact known as the hiisiness cycle is thus only possible to those who 
are acquainted with a eertain amount of statistical Icehniquo. 
Whether the economic fact has been accurately expressed can 
only be known to those who are able to evaluate the statistical 
tcchni([uc which has been employed in arriving at that fact. Most 
of us who teach economics are not in tliis happy position. 

The economists of to-day may be divided roughly into four 
groups. There are sonio to whom statistical methods arc 
anathema ; curves, equations and even tables obscure rather than 
reveal tlie truth. Others possess some knowledge of the most 
elenienlary methods of statistics. They know the meaning of 
mode or median and partly understand the bell-shaped curve; 
they may even appreciate the difference between tlie arithmetic 
and geometric mean to the extent of sometimes employing the 
latter. They are able to follow, with an effort, a statistical 
presentation provided no reference is made to standard deviation, 
“ goodness of fit ” or partial coiTcIation. The third group 
consists of those who have studied the theory of statistics 
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sufficiently to follow laboriously the statistical data which are 
submitted by economic statisticians. But they are unable to uso 
statistics of the same type as a real instrument in their own 
investigations. The fourth and last group consists of those who 
have a mathematical bent and are sufficiently trained not only to 
understand the technique of statistics employed in modern 
investigations but even to employ such technique in their own 
investigations. Most, however, even of the last group, are unable 
to test the real scientific value of their technique. They use 
statistics as a tool which has been placed in their hands, but they 
are not themselves statisticians. They may be engineers but they 
arc not machine-tool makers. The real statistician of the type 
represented by Professor Bowley is essentially a mathematician, 
and to him it is a matter of indifference whether his data be 
drawn from economics or some other science. 

Teachers of economics find it difficult to make up their mind 
whether students should be required to make a serious study of 
statistical theory and the mathematics which is necessary in order 
to und(‘rstand such theory. If such a course had been adopted in 
t he past, some of our best economists would have been frightened 
away and the science would be very much poorer than it is. But 
the science has clearly advanced from the stage at which the 
student could be told that mathematical economics was but the 
plaything of a few outstanding economists who were also mathe- 
maticians and that mathematical work in economics could be 
relegated to an appendix. The mathematical expression of a 
theory which can be expounded in sim2)le English is probably of no 
greater value to-day than in the days of Jevons and Edgeworth. 
But the mere dcscrijitions of economic iffienomena now involve a 
fairly elaborate statistical technique ; economics is becoming more 
atid more a statistical science, and one of the dangers of the present 
is that statistical technique will be employed by those who do not 
understand its limitations. Perhaps the wisest thing to do is to 
require, not that all students should study statistics for the purpose 
of utilising it in handling economic phenomena, but that those who 
do study statistics should be provided with sufficient preliminary 
mathematical training to enable them to use the statistical instru- 
ment with full knowledge of its value and its limitations. The 
amateur statistician is the enemy — and among the crowd of 
economic statisticians, particularly in the United States of 
America, there are many amateurs. But they do not include 
Professor Persons and Mr. Carl Snyder. 

J. H. Jones 

University of Leeds, 

No. 151. — VOL. xxxviri. 



THE MYTHOLOGY OF REPARATIONS 

The Mythology of Reparations. By Robert Crozier Long, 

(London : Gerald Duckworth & Co., Ltd. 1928. ]^p. 199. 

Price ()-s\) 

It will .soon require .some courage to maintain in i)ul)]ic that 
transfer diflicultics can, let alone will, ari.se under the Da^\cs 
Plan, for it has become fashionable to prove that the transfer of 
the annuities is automatic, inevitable and fool-proof. For a 
scientific development of this view reference may be made to au 
article by Herr Alfred Lansburgh in Die Rank of December 1927. 
Mr. Long’s presentment is more popular in form - and therefore 
more dangerous if the view is erroneous— and it is accompaui(Hl 
by a certain amount of extraneous matter which gives the author 
elbow-room for di.s 2 fiaying wit and humour which enliven his 
pages. It might be suggested that Mr. Long is, indeed, rjaaoji^ 
aK<x)ixpaTos ; he cannot resist a joke, and while we may be grateful 
for wit that has produced an amu.sing work on an arid subject, 
this little foible has to some extent reacted on the lim])idity of 
his argument and of its arrangement. 

Almost at the outset of his examination Mr. Long remarks 
that “ the distinction made between the German debt to the Allies 
and other eouiitries’ debts to abroad has had a bad inlluence 
upon the collection of Reparations. New economical theories 
and new organisations never heard of in connection with debt 
have been devised, and the result has been to complicate a ])roblem 
that at the best was hard ” ; and again, the reparation debt 
differs in nothing except in magnitude from other public debts to 
abroad.” There is almost as much virtue in your “ except ” as 
in your ” if a.s who should say that one ounce of strychnine 
differs in nothing except in magnitude from the tenth part of a 
grain ! And pace Mr. Long there are important differences which 
are more than enough to account, not for new theories, but for 
the application of theories to the particular facts and their 
elucidation for the public. In the first place there is the minor 
difference that the amount of the debt has not been finally deter- 
mined, as the world of finance understands final determination. 
In arguing with Mr. Long not mucli stress can be laid on this 
dificrcncc, for he holds, with some consistency, that 132 milliard 
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gold marks is a feasible capital debt. It is more significant that 
with one exception all other foreign debts of any magnitude have 
been contracted, generally but not always, for productive pur- 
poses, between willing lenders and borrowers over a long series of 
years ; the debt has only been contrac ted if there were lenders wlio 
felt reasonably certain that the borrower would and could pay 
the interest as it fell due and ultimately repay the capital or 
maintain his own credit so that its obligations could be sold on 
the open market without unreasonable capital loss. (The one 
exception is constituted by the French indemnity after the 
IVanco-rrussian War, and an examination of the dilTerences 
l)etw’een tliat indemnity and Rei^aration might have been instruc- 
tive.) In this case there has been no lender, and the debtor has 
not borrowed to further his production nor voluntarily mortgaged 
recognisable future i)rosperi(y to save the present generation from 
l)urdens whieh they would not perhaps, for i)olitical reasons, 
willingly shoulder. The debt has been imposed, and it was 
iinj[)osed in the first instance, i.c. under the Treaty, without con- 
sideration of the debtor's capacity; the modified debt which is 
involved in the Dawes Plan was arrived at after consideration of 
the debtor’s capacity, but with no guarantee that it did not 
exceed it. 

And here we reach what a])i)ears to the reviewer to be a more 
fundamental misconception in ^Ir. Long’s mind. The raison 
d’etre of the Transfer Committee is this : the experts believed that 
(hTinany could raise certain given sums internally, but did not 
feel the same assurance that these sums could be transferred 
abroad. Their doubt is founded on the fact, which Mr. Long 
does not dispute, that an external debt is a heavier burden than 
an internal debt, and that therefore proof that a given internal 
burden of taxation can be borne is no ])roof that an external 
del)t of tlie same dimensions can be borne, i.c, in the long run 
tiansf erred without endangering currency and budgetary sta- 
bility. illr. Long speaks of the “confusion of a real J)istinction 
between revenue raised for home consumj)tion and revenue raised 
for payment of Reparations with an imaginary Distinction between 
the two kinds of revenue in the mailer of IransJerahililij . . . . The 
real Distinction is that revenue raised for home government is 
if governments are assumed to render services— no burden, 
whereas taxation levied for rejiarations is a burden. In the matter 
of trayisferahility both kinds of taxation are identical” Tlie italicised 
phrases (Mr. Long is not resj)onsiblc for the italics) are almost 
unintelligible; no one ever suggested that there were two kinds 
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of taxation, one of which was more easily transferable than the 
other. The words only have sense if they are intended to deny 
what Mr. Long has already admitted ; he must intend to convey 
to the reader that if a given sum can he raised by way of taxation 
it can be, ipso facto, transferred abroad, and in the last analysis 
this must mean that there is no dilTerencc between an external 
debt and an internal debt. The imtenability of this is patent; 
in theory you could tax a country almost anything less than 
twenty shillings in the ^lound if the interval between collection 
of the tax and its redistribution in the form of internal debt pay- 
ments and governmental services was reduced to the vanishing 
point ; by and large the productive capacity of the country would 
not necessarily be seriously danuigcd, while similar taxation for 
the purpose of handing the proceeds to the foreigner would bring 
economic life to a standstill. 

The raising of the sum required for payment abroad by taxa- 
tion is the first step in the jirocess, and not the whole process. 
Unless the sum can be raised by taxation (subject to certain 
theoretical qualifications which need not atTc^t a practical con- 
clusion), caclit ([uerstio. But even if it can be so raised it would 
ajjpear to the reviewer that two further conditions must be 
fulfilled before it can safely be concluded that the sum raised is 
transferable. 

Firstly, the proceeds of taxation are potential capital which 
has been withdrawn from the community. If it had been witli- 
draw'ii for internal purposes, it would find its way back, and the 
withdrawal w’ould be temporary. If it is to be transferred it is 
withdrawn j^ermanently, and the question arises wdicthcr it can 
]je spared. In ( crtain passages Mr. Long speaks as if all internal 
savings could be sjiared and transferred, but some part of each 
year’s savings must be devoted to cajiital replacements and capital 
imjirovements. 

kSecondly, the capital withdrawn and handed to the foreigner 
represents a command over German goods and services, and 
someone must be found who is willing to take German goods and 
services to that value. 

Now as regards the first condition, all that need be said, as 
an argument against Mr. Long, is that there is nothing to show^ 
that Germany could spare the capital, for she has borrowed it 
back again and a great deal more in addition. The rate of 
interest inside Germany and Germany’s willingness to borrow 
large sums abroad at not less than 8 per cent, all in are priraa 
facie evidence that she has hitherto needed the capital. This 
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evidence can indeed only bo rejected by those who believe that 
Germany has either wantonly or wastefiilly borrowed abroad, 
and Mr. Long’s sympathy is plainly with the borrowers and against 
those, such as Dr. Schacht, who have attempted to dam the 
stream of foreign loans. We may grant without diifumlty for the 
sake of the argument that the amount borrowed abroad has been 
productively employed and will earn its own interest and amort- 
isation ; nothing can alter the fact that Germany has had to pay 
a given sum abroad as reparation (with no certainty that it 
represents a payment on capital account), and has in clTect 
contracted in the future to pay interest upon it, having reborrowed 
it abroad. Whether this first condition can be fulfilled must 
therefore bo regarded as not j)roven. 

The evidence as yet i)roduced regarding the fulfilment of tho 
second condition is equally negative. ]\Ir. Long will have none 
of this second condition : “ Another [fallacy] is that while the 
Allies may continue to let in tho non -Reparation exports of 
Germany they can keep out exports representing Reparations. 
In reality, the Allies can keep out German non-Reparation 
exports, but they must let her Reparation exports in.” Tho 
fallacy is i)robably an invention of Mr. Long’s brain, but it has 
more substantial truth in it than the fallacy which he sets in its 
place. If in all circumstances “ Reparation exports ” found their 
way out, that would imply some sort of prior lien on German 
goods and services in the hands of the Transfer Committee. In 
fact the mechanism of the Dawes Plan is such that German goods 
exported cannot be confined to goods rci)rcscnting payment of 
reparation. Sup^iosing that Germany’s normal exports could 
be taken as deliveries in kind, as they cannot, Mr. Long’s state- 
ment might be borne out by future events. Foreign importers 
would buy their marks, jierhaps receiving some inducement from 
their Governments to do so, only from tho Transfer Committee, 
and German exporters would have no foreign exchange to finance 
necessary imports, with a consequent breakdown. In practice 
Germany’s normal exports arc substantially left to take their 
own course, and the foreign exchange resulting therefrom is 
available for purchases either by the Transfer Committee or by 
tho German importer. In fact, if these transfers are to bo made 
effectively, and not from the proceeds of foreign loans, the 
foreigner must buy enough to cover necessary German imports 
and the sums awaiting transfer, and if he does not, the importer 
obtains the exchange, for he will if necessary pay a premium for it, 
which the Transfer Committee is forbidden to do. 
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Mr. Long gives a graphic illustration which it is necessary to 
quote in full. Ho simi)lifies the problem by supposing that there 
is one recipient of reparation, whom ho calls Utopia. “It is 
assumed that before Reparations began there were no capital 
transactions between Germany and Utoi)ia. In that case, if 
Utopia bought goods worth £100,000,000 from Germany, Ger- 
many bouglit goods worth £100,000,000 from Utopia. The 
Reparation liability is £10,000,000. When RciDarations were first 
l)ai(l, Germany paid Utopia £100,000,000 for Utopian goods and 
£10,000,000 for Reparations. As this money had to bo spent in 
(Jermany, Utopia bought from Germany goods of value of 
£110,000,000, but as Germany was only paid £100,000,000 by 
Utopia she had an export surplus of £10,000,000. It is assunuMl 
that Utopia’s Government gave way to the clamour of manu- 
facturers, and tried to prevent the import surplus. The tarilf 
w as modified so as to keep out German goods of value £10,000,000. 
Utopia now bought altogether £100,000,000 worth of German 
goods, and as she had to use the £10,000,000 Reparation payment 
in Germany, she ])aid to Germany out of her own pocket only 
£90,000,000. Germany therefore bought £90,000,000 worth of 
Utopia’s goods. The trade balance was ; German export to 
Utopia £100,000,000. Utoinan exports to Germany £00,000,000. 

“ Tlie Uto])ian tariff was raised further by stages, but at each 
stage the German export surplus remained. Utopia might have 
decided to raise her tariff so high that she could exclude all the 
former non -Reparations good.s from Germany, but in this case 
Germany would buy nothing at all from Uto]na, aiifl as she u ould 
still be paying the £10,000,000 to Utopia, her old export sur[)lus 
of £10,000,000 would remain.” 

This illustration seems to assume everything which has to be 
])roved, and by altering the terms of the j)roblom we may equally 
well 2 )rove the impossibility of transferring the £10,000,000. We 
are perfectly entitled to assume for the sake of the argument that 
in order to subsist and produce the goods which she exported to 
Utopia, Germany had to imjmrt goods to the full value ot 
£100,000,000. In that case either Germany must have credit for 
the £10,000,000 or she must exjmrt to the value of £110,000,000. 
On Mr. Long’s argument, in certain circumstances it rests not 
with Germany but u ith Utopia to decide whether recourse can 
be had to the latter alternative. If the former alternative is 
adopted, however, there is no export surplus and no solution, but 
merely a i)ostponcment of the solution. This is clearly recognised 
by Mr. Long, for ho proceeds to remark that, “ given the condition 
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that Germany pays the mark annuities and that she ceases to 
import goods paid for with borrowed money (again the italics are 
the reviewer’s), nothing can prevent the export surplus.” So the 
illustration illustrates nothing except what we all know, that 
reparation can only bo paid by a surplus ; it does nothing to show 
that, or how, that surplus can be created. 

Mr. Long believes that it must automatically be created if 
once the annuities are raised within Germany by taxation; his 
essential argument rests, in fact, on the classical theory of foreign 
trade and its applicability to a case of this nature. If Germany 
ceases to borrow and continues to transfer, the usual process is 
set in motion ; gold flows out, the discount rate is raised, internal 
I)rices fall while external prices rise, imports are discouraged and 
exports stimulated, a reduced standard of living on lower wages 
is reached, until finally a new equilibrium is established. It 
would clearly be absurd to deny that within limits this normal 
progress can bo effective ; to deny that it has limits is once again 
assuming what has to be proved. The limits, of course, escape 
exact definition, and the experts’ plan may bo regarded as an 
experiment for deciding where they must bo traced in this par- 
ticular case. Let us examine briefly the steps in the process, 
which it must be remembered is to reduce a largo adverse balance 
to a markedly favourable one. 

We have in the first place a possible contraction of imports. 
Mr. Long is in error in implying that the experts saw in an improve- 
ment of the export side of the accounts the only way of producing 
a final surplus. Allowance must certainly be made for the 
progress of invention and its power to enable Germany to dispense 
with much that is now nece.ssary, but Germany’s dependence on 
the foreigner for her food and her raw materials will remain great, 
and the proportion of her import trade ascribable to luxuries or 
other articles which have no influence on the production of 
export goods is small. Their complete elimination, were it 
possible, would go but a small way to converting the present 
adverse balance into a favourable one. As regards exports, 
Germany is far from having any monopoly in the staple articles 
which she sells to the foreigner ; on the contrary, they are highly 
competitive. We must therefore rely in the main on her ability 
to manufacture them more cheaply than the foreigner; leaving 
out of account the question how far a cheapening of price in the 
articles in question can stimulate demand, how far, that is, the 
demand for typical German exports is relatively inelastic, and 
remembering only that some at any rate of Germany’s customers 
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will protect themselves against cheap goods, we have to ask our- 
selves whether under the pressure of a strained exchange and 
dear money it will prove possible to effect the necessary adjust- 
ment in prices, i.c. in wages and the standard of living. 

It is here, it would appear, that the abstract theory, by omitting 
to take account of an important complicating factor in real life, 
threatens to break down in actual practice. There is nothing 
under modern industrial and social conditions more difficult than 
to lower the general wage level and the resultant standard of 
living. As Mr. Long himself observes, “ tlie standard of German 
living is ever higher, and it cannot be easily depressed below a 
continually rising level,” in which connection, the recent rise in 
German wages and German prices is perhaps the most significant 
phenomenon which invites attention since the coming into force 
of the plan. When the natural forces on which he relies come 
into play, is there any guarantee that the wage-earner will not 
frustrate their full development? Confronted with two alter- 
natives, full employment on lower wages, or partial unemploy- 
ment with the maintenance of the old standard for those that 
remain in employment, post-war experience elsewhere would 
suggest that the latter would be adopted. 

If it is, then the cost of maintaining the general standard of 
living falls partly on an uncertain projiGrtion of the workers, who 
have to accept a much lower standard of living on unemployment 
allowances, and partly on the general body of taxpayers who have; 
to provide these allowances to unproductive workers. Prices are 
not lowered, exports are not stimulated, and at a time when 
trade is ex hypothesi bad the budget burden is increased. If the 
pressure is severe enough, theoretically a crisis can be produced 
which will make it impossible to raise revenue sufficient to cover 
necessary expenditure. The smooth working of the whole pro- 
cess, on Mr. Long’s own reasoning, depends on the raising of the 
annuity out of taxes, that is, on the maintenance of a strictly 
balanced budget, and the cycle would bo broken at this point. 
The currency would break down unless something were done to 
relieve the situation, and, under the normal working of the plan, 
relief would come from a cessation of transfers and the return, by 
one method or another, into the German economy of the capital 
withdrawn for the purpose of transfer. It is perfectly true that 
on this analysis the breaking point would first appear in the 
budget and not in the economy, but the break would bo due not 
to the impossibility of raising a given amount of taxation, but to 
the attempt to export the capital. A position might, in fact, 
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arise when the taxation could perfectly well be borne by the 
community if it were directed to the support of the unemployed, 
but not if it were to bo transferred. 

There is nothing in the above which is in any way intended to 
suggest that events will, in fact, take the above course. The 
future evolution of reparation depends on Germany’s and other 
countries’ power to adopt themselves to the situation, and in 
particular on Germany’s success in building u]) internal capital, in 
restricting imports and in increasing exports. The factors are 
complex and not capable of exact forecast. ]\Ir. Long makes no 
attempt to estimate tliem, and indeed only refers to them as 
incidental to an argument designed to show that their estimation 
is of no imjiortance. It may prove that the maximum burden of 
the plan is within Germany’s capacity ; that it is so, it is submitted, 
cannot be shown by the abstract reasoning examined. 

Experience has yet to give an answer to the essential problem 
— Can a country with no comparable foreign assets eilectivcly pay 
a large foreign debt which in no way represents value received, 
and to that end can the necessary adjustments be made in the 
various national economies affected? 

A few words must be added on one of Mr. Long’s subsidiary 
themes. His book contains an attack upon the Agent General 
for interference in German internal affairs. The attack is a paper 
one and overlooks the fact that the Agent Generalship, like any 
other organism creat(‘d under a written Constitution, is living and 
will evolve in accordance with circumstances. Moreover, it 
seems peculiarly inconsistent on Mr. Long’s part to attack the 
Agent General for drawing public attention — and this would 
appear to bo the extent of his activity — to what appeared to him 
to be features in Germany’s financial administration which 
endanger Germany’s budget and Germany’s credit. On Mr. 
Long’s theory the transfer problem cannot arise so long as th(^ 
budget is well administered and Germany’s credit maintained; 
in other words, the only form which a concerted movement to 
defeat transfer could take would be the wrecking of the budget. 
On this view the Agent General is plainly justified in drawing 
attention to tendencies and policies which if further developed 
would in his opinion lead, albeit unintentionally, to serious budget 
difficulties. It is more in the interest of Germany than of any 
other country that if difficulties should arise there should be no 
suspicion that sounder financial management would have served 
to obviate them. 


A. F. 
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.1 Snrrcif of the Social Straclure of England and. Wales. By A. M. 
Carh-Sacndeus and I). Carahou Jone8. (Oxford Uni- 
versity Press. 1927. Pp. xvii i- 240. lOs*. net.) 

A voLr.ME of approximately 250 pages which contains 82 
statistical tables inigiit well be calculated to daunt a reader 
even if forearmed b}^ the W'arning of the full title, that it is a 
sui vcy “ as illustrated by statistics.” But Avhile it cannot be 
denied that these pages recpiire very considerable concentration 
of mind and even some endurance, the effort is well w'orth while, 
ddie autliors hav^e attained in lai’ge measure their objective of 
l)resenting “ a coherent picture of some of the more important 
aspects of social life in this country,” and if this seems qualified 
praise, it is so only in relation to the stupendous difficulty 
involved in their task. 'J'hey speak of it as a pedestrian task, 
but while this is true in one sense, in another it is much more 
the task of the mountaineer who climbs laboriously to the toj) 
of Mont Blanc in order to register a panoramic view' of the in- 
numerable ranges and ])eaks. Ho will not see the detail of tlu* 
valleys, and some of the mountain sides will a])pear unduly 
flattened, but he will have achieved wdiat cannot be achieved 
by the more pedestrian. Similarly, this book is a panoramic 
survey; and it Jiuist be taken as such. Just as no two moun- 
taineers looking at the same view will give the same attention 
to its (lifTcrent features, so some readers may complain that in 
this book disproportionate attention is given to the various 
subje<;ts; but there is n’.ally little to complain of in this respect 
when allowance is made for the inevitably personal point of view 
of writers and readers. 

While it is well to stress its character as a survey, there is, 
of course, in reality a great deal of detail, as witness the 82 
statistical tables ! Indeed many a reader will find a secondary, 
though not wc hope a primary, u.se for this book as a handy 
cneyclopffidia. From this aspect it is an unqualified success, 
and its authors will receive many blessings for their industry, 
and the admirable way in which the statistics arc presented, 
together with the careful explanations as to what they represent, 
and the inferences which may and may not be legitimately drawn. 
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There is here no straining of too slender or untrustworthy data, 
nor are any “ higher ” statistical methods or terms used. On 
the other hand, tlie book ought not, of course, to be placed in 
the hands of a student who lias had no training whatever in the 
elements of statistics. 

To give some idea of the contents, it seems easiest to sum- 
marise the chapter headings. Tlu; first five chapters arc devoted 
to an analysis of the population census; age, sex and marriage; 
housing ; distribution ; classification by industry and by occupa- 
tion arc the five sub-headings. The next chapter deals with 
industrial status and social class. The next two chapters con- 
cern occupational (trade unions and professional associations) 
and non-occupational (religious, political, etc.) assocbitions. 
"I'lien comes an examination of the National Tncome and the 
National Wealth, with particular reference to their distribution. 
The provision for Education naturally leads on to a consideration 
of juvenile recruitment to industry. Chapters XllI and XIV 
consider State provision against misfortune, and the compulsory 
transfer from rich to poor; Cha|)ters XV and XVI the corre- 
sponding voluntary provision and transfer. Poverty and Crime 
are the next two headings, and the whole is rounded off by a 
discussion of the Inborn (hialities and llccruitment of the 
Po])ulation. 

It must not be thought that this book is a mere compilation, 
and contains nothing which the general student of social economics 
does not carry as part of his equipment. There is perhaps no 
great contribution to the sum-total of human knowledge, but 
very few people will read this book without discovering several 
things which they did not know before, and many more to which 
they have hitherto paid inadequate attention. The precise sub- 
j(^cts will vary with each individual, and since what most struck 
the present reviewer may be thoroughly familiar to others, it 
might give an unfavourable impression to present a personal 
selection. By way of criticism, or rather ])erhaps for the con- 
sideration of the authors when they come to revise for their 
second edition, as they will speedily do unless the first is very 
large, the following observations suggest themselves. In dealing 
in Chapter V with the census classification of skilled and un- 
skilled workers, a little more cautionary explanation might be 
advisable for the benefit of the less advanced student as to the 
implications of the words skilled and unskilled. One is inclined 
to wonder whether there is any large occupation to-day which 
is really unskilled in the sense that a man can attain a normal 
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output virtually from the day he begins working. Equally there 
is surely little doubt that semi-skilled work has displaced really 
skilled to a very considerable extent. By confining themselves 
to the inadequate statistical material availa])le, the authors do 
not make their survey produce a true and complete imi)ression 
on this point. Similarly, in Chapter VI a wrong impression of 
the scale of modern industry results from the same sort of limita- 
tion. They rightly say that the average of twenty-four employees 
to every employer does not mean much, and that what is wanted, 
namely, the mode, is not available; but then they proceed to 
lal)ulate the averages for diiTerent districts and dilferent industrial 
gi'oups. Nowhere is there any indication that in many industries 
the typical firm emj)loys hundreds and sometimes thousands of 
employees. 'J'hough exact information is lacking, some approxi- 
mations could perhaps be obtained for certain industries, such, 
for twample, as coal-mining or engineering. The lack of a true 
impression of the real concentration of control in modern industry 
may bo deemed by some to be a serious omission; also in the 
discussion as to the existence of social classes which ends the 
chai)ter. The last sentence of this chajder ])erhaps overstates 
an otherwise sound warning, and in any ease the summary 
nature of the previous discussion hardly warrants so definite 
and comprehensive a conclusion on such a very difiicult and 
elusive matter. 

Chapter IX on tlie National Income will probably want 
considerable revision in the light of the results of the census 
of production. Judging by the preliminary reports, most of 
which have, of course, appeared since the date when the bulk 
of this book was written, the estimates of Brofessor Bowli^y, 
Sir Josiah Stamp and others will have to bo revised in an upward 
direction. The error is, however, probably greater in respect 
of the magnitude of the income than of its distribution, which 
is rightly the main interest for this survey. In Chapter Xlll 
it seems strange that no mention is made of industrial accident 
insurance alongside the other branches of the IState provision 
against misfortune, although the State does not, of course, 
directly contribute : a word of criticism as to the unco-ordinated 
and illogical nature of all this provision might not have come 
amiss. In the discussion of poverty and poverty standards in 
(Chapter XVII, a more definite warning should have been issued 
that the typical family docs not now consist of father, mother 
and three dependent children; and some attempt might have 
been made to adjust the Rowntree and Bowley data accordingly. 
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Finally, a most tentative suggestion may be put forward that a 
chapter summarising the bold outlines of the present structure, 
together with their historical antecedents extending back over, 
say, the latter half of the last century, would siipydy a perspective 
which is a little cramped by the general limitation to immediate 
pre-war or post-war comparisons, and might add to the coherent 
strength of the picture as a whole. 

J. W. F. UowE 

Social Economics, liy Friedrich von Wieser. Translated ])y 
A. Ford IIinrichs, Assistant Trofessor of Kconoinics, 
Brown University, Rhode Island, with a Preface by Wesley 
Clair Mitchell, New York. (Allen and Unwin. Pp. 402 ]- 
Index and tliree Prefaces. 205. 1027.) 

If an English economist were asked to name the leaders of 
the Austrian School of Politi(‘al Economy, he would probably 
name Carl ]\Tenger, Eugen v. Bohm Bawerk, and Friedrich von 
Wieser. All arc now gone from ns, Wieser last of all, in duly 
1026, After a lifetime devoted to the tln^ory of marginal utility 
(to which he gave the new German name of (Jrenz-nulzen) ho 
became more absorbed in problems of social philosophy and 
current politics. Witness, e.g.y his OesicrreicKs Etuhy “ Passing 
of Austria,’’ 1919, and his Geselz der Machty 1925.1 The present 
book is a translation of the second edition of his Theorie der 
gesellschaff lichen Wirtschafty jniblished in the year l)cfore his 
death. It had first appeared in 1914. The Great War rolhal 
between ; and the author felt himself unable to recast his ))ook 
altogether, consoling himself, as well he might, with the reflection 
that even those great changes have left economic principles still 
valid (trans. p. vii). He adds, in a passage omitted by the trans- 
lator (W.’s Vorwort, p. viii of original) : ‘‘ The supply of theoretical 
books going to the bottom of the subject is very small, the need of 
them very great.” In fact the best known were his own and 
Bohm’s. In essentials the two were agreed; they difl'ered most 
over the details of “ Zurechnung,” the assignment of the duo 
share of cacdi part in the value of what Mill called “ the peculiar 
case,” Jevons the normal ordinary case, an article involving 
joint cost of production. Bohm good-naturedly devotes an 
Excursus of 35 pages to this dispute They make the most of 
their differences. Wieser, in an article written for the first 

* Other such writings are mentioned by Dr. Oscar Morgensl ern in liia 
obituary of his old professor [A nn ricnti Econo77Uc Hcvivv', December 10^/). 

» Kapital mid K. Zins. 4lh ed., 1921, Sect. 11. Vol. II. 127-01. Ec onomic 
Journal, Docember 1921, p. 569, where “and” should be “unci. 
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number of this Journal (1891, 108 scq.) admits general agree- 
ment, and repeats tlie admission hero (translation, p. 74, original, 
30). To some of ns it appeared that Hohm’s style improved with 
age ; if his discussions were longer, his sentences were shorter. 
Of Wieser this seemed less true, if true at all. Professor 
Schumpeter’s judgment is that of a friendly but just critic; 
his hero (lie says) “is one of l-he few examples of clear thinking 
not imiJying concise writing.” ^ 

It is a standing complaint against the Marginalists that they 
spend too much time over the Elements. The greatest writer is 
not always ho Avho writes the longest book. To learn a new 
science is so far like the learning of a new language that wc must 
in both cases ])egin with the alphabet. But all knowledge is not 
contained in the al])habet ; and even Wickstced perhaps kept us 
too long there. The Austrians have shared in this prolixity, and 
the success of their writings on the Continent was a ])roof tliat at 
first at least the prolixity was well-timed. The translations of 
Bdhm and of Wieser, for which IVofessor Smart was res])onsil)le, 
were well received here and in America ; and the protagonists of 
the Austrian School were frequent contributors to English and 
American journals. 

A complete sketch of the book before us is giv'en in the 
American Economic Review (above cited, pp. (571, (572), and our 
task is not to set forth the doctrines but to estimate the value of 
the translation. 

There arc not many misleading oversights or misprints. Jlie 
misprints (as on jjp. 125, 137, 1(57 bis^ 175) are not misleading. 
“Periodically” for “legally” on p. 102 seems indefensible. 
Wieser surely meant “Bourgeois economics ” on p. 114, Avhere 
the translation has “ tlio economic theory of business-enterprise.” 
In the a\ithor’s Vorwort (viii, tr. xviii) “ undurchsichtigen und 
schwankenden Zustand ” is not happily rendered “ the opaque 
and transitory condition (of thewmrld after the AVar).” Perha[)s 
“ ])crplcxing and unstable ” w'ould be clearer. On p. 80 (orig. 00) 
“ freien Ueberflusz ” seems more than “ free good ” ; it is a free 
iiurplus. 

The device of breaking up sentences has been successfully 
2 )ractised in the early 2 )art of the book where it was most needed. 
In the later part, say in Book IV, “ Theory of the World 
Economy,” the sentences run easily without it. The author 
himself is often to blame for difficulties of meaning still left. 
Wieser, for example, speaks of the “ idealising ” method where 
^ In this Journal, Obituary, Juno 1927, p. 929. 
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English writers speak of the method of abstraction (Tntrod., tr. 
p. 6, cf. 153 and passim). This is no harder in translation than 
in the original, and we take up the point once for all. The 
following passage is no easier in the original than in the trans- 
lation. The latter runs : “ Socially the motor stimuli are dis- 
charged at the expense of enormous friction during great popular 
movements and spiritual outflow.” It would be simpler to 
render motor stimuli “ impulses to action.” Wieser writes “ die 
motorischen Reize” (orig. p. 17, ef. tr. 18, 10) and for “spiritual 
outflow” tr. ib,, “gcistigen Stromimgen,” surges of thought. 
8o (on p. 40) cost-productive-mcans ” is neither better nor worse 
than the original (orig. p. 38). On p. 23, ft. in the tr., the 
translator lias missed an easy chance. He writes : “ If we may 
say so, the prevision of the need of food is more voracious than 
hunger.” “Provision” is surely more ordinary English than 
“ prevision,” for the German “ Vorsorge ” ; and the whole might 
run: “The j^rovision of the food is hungrier tlian the hunger 
itself,” Wieser’s phrase being “hungriger als der Hunger” (orig. 
p. 21). 

It must be confessed that the book reads like a translation. 
As it is written in the first instance for the States, we must 
remember that long words (in place of our shorter) do not always 
offend there ; but in many cases the long words are a too faithful 
repetition of the original. The following example does not stand 
alone : “ The motor need is satisfied in the expenditure of energy. 
In extreme cases it is exhausted by fatigue. The economic need 
reaches a condition of satiety when a suflicient quantity of 
instruments of its satisfaction has been absorbed ” (p. 22). 

Enough has been said to show that the translation will not 
please all Englishmen, or (in spite of Mr. Wesley Mitchell’s 
Preface, p, xii) all Americans. 8ome of us at least, while acknow- 
ledging help from it in the interpretation of obscure passages, will 
grudge the need of learning a new language, the language of the 
translation itself. Good translation, however, is no easy matter ; 
and the translator has evidently tried bravely to find the right 
equivalent where the wrong might imperil a whole argument. 

J. Bonar 

Central Banks. By C. H. Kiscn and W. A. Elkin. (Macmillan. 

Pp. 384. Ss.) 

This is a book on a new subject. Classic works exist on 
Banks of Issue in general, and on particular Central Banks. But 
the subject of Central Banks as such is a novelty. 
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The book is primarily descriptive. More than half of it 
(pp. 155-308) is composed of an Appendix containing a summary 
of Laws, Charters and Statutes regulating Banks of Issue. 
Dealing with twenty -eight different countries, this by itself will 
be a most valuable work of reference. A clear and accurate 
summary of such multifarious and voluminous enactments is 
something of an achievement. 

The body of the book is composed of an exposition of the 
purpose and manner of working of the various regulations and 
arrangements to which Central Banks are subject. The method 
is comparative. Each chapter takes one topic, and shows the 
(lilhnent methods by which tlie same problem has been dealt 
with in different countries. 

An introductory chaj)ter explains liow the necessity for a 
Central Bank has arisen. The regulation of the currency has 
become dependent upon the regulation of credit. “ The rate of 
discount is the chief weapon for ensuring the due proportion 
between the volume of credit, the note issue and gold holdings, 
and thus for maintaining the stability of value of the currency 
unit, and . . . the rate of discount is j)roperly the instrument of 
a bank.” 

Also “ Monetary polky should be ind(‘p(‘ndent of political 
contingeneies, and the surest way to secure this result is to place 
the control of the note issue in the hands of a bank.” 

“The gold standard is sometimes spoken of as an automatic 
system. The phrase is in the highest degree misleading. Whether 
there is a gold standard or not, the control of the credit and 
monetary system involves the solution of many difficult problems 
of ])olicy and detailed administration.” 

(diajjtcr 11 is devoted to the relations between the State and 
the Central Bank. The authors quote, but not without quali- 
tication, the prevailing view in favour of the independence of 
the Central Bank. They show that there are only two perfectly 
independent Central Banks — the Bank of England and the 
Reichsbank. They also j^oint out that in great emergencies the 
theoretical independence of the Central Bank cannot really prevail 
against the Government. “ The danger of State control of the 
currency lies in the temptation to a Government to treat its 
political difficulties as justifying a course of action only per- 
missible in an emergency of an entirely different order ” (p. 26). 
This may be called the orthodox view, but it is not clear that 
there is any adequate foundation for it in history. When a 
Government goes blundering on from deficit to deficit, an inde- 
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pendent Central Bank has no right to interfere till the Minister 
of Finance asks for an advance, and by that time the situation is 
likely to be past praying for. It may be theoretically true that 
“ the existence of restrictions on Government borrowing from 
the Bank strengthens the hand of that })ody in exerting influence 
on the Government to pursue a policy of financial prudence.” 
But has this ever actually occurred ? And is there not some 
advantage in liaving the administrative oflicers responsible for 
the regulation of currency and credit in a ])osition not merely to 
“ exert influence ” on the Minister of Finance, but to play a 
direct part in the consultations by which his decisions are formed ? 
That is the system which has made the Indian curremjy adminis- 
tration the most successful and the most scientific in the world. 

The third chapter of the book deals with capital and profits. 
Here there is a fundamental antinomy. For the State to own 
the capital would infringe the principle of independence. On the 
other hand, if the shareholders receive the profits, can the Bank 
devote itself disinterestedly to the public advantage ? The 
Federal Reserve Banks have reduced their earning assets in order 
to sterilise gold. “No bank organised primarily for profit could 
afford to adopt a line of action which is so un 2 )rofitable from the 
point of view of dividends ” (p. 74). 

An important chapter deals with Note Issues and Reserves. 
The authors indicate the weak point of the proportional system 
of gold reserves in comparison with that of the fixed fiduciary 
issue, that is to say, the greater disturbance arising from an 
export or import of gold when it carries with it a greater change 
in the right of note issue. This does not apply at present to the 
United States, because “ the reserves actually held are so largely 
in excess of the statutory requirements that substantial with- 
drawals of gold can take place without entailing contraction of 
the note circulation in the theoretic proportion of 100 to 40.” 

In the treatment of the relations of the ( Vntral Bank to other 
banks and to the money market, perhaps hardly adequate promin- 
ence is given to the use of the Central Bank as a basis for clearing. 
“ The very idea of a Central Bank presupposes that the com- 
mercial banks will deposit their cash resources, otlier tlian till 
money, with it ” (p. 101). In practice, if adequate rediscounting 
facilities are available, these cash resources are not required for 
any other purpose than clearing (unless, of course, reserves are 
required by statute, as in the United States). The peculiar pro- 
vision of the Australian Commonwealth Bank Act making 
clearing through the Commonwealth Bank compulsory might have 
No. 151. — VOL. XXXVITI. 
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been made clearer both in the body of the book (p. 137) and in 
the Appendix. 

The book ends with an interesting discussion on the co- 
operation of Central Banks. U. G. Hawtrey 

Imhislry and Politics. By the Right Hon. Sir Alfred Mond, 
Bart., LL.D., M.P. (Macmillan. Pp. ix + 337. 125. 6^/.) 

The essays in this volume are concerned chiefly with unem- 
ployment, industrial organisation and fiscal policy. Lord Melehctt 
tells us in his introduction that he has published them, not because 
they aro as complete or consecutive, either in form or expres- 
sion,'’ as he would have wished, if he had had more time to 
devote to their elaboration, but because “ they embody a good 
deal of thought and research on a number of . . . imjiortant 
problems of to-day on which, I think, my personal experience 
entitles me to speak with a considerable measure of authority.” 
Both as regards form and as regards substance we may agree 
that his judgment is just. It would be a sympathetic critic, 
indeed, who would attribute great literary felicity to Lord 
Melchett, but the eminence of his position in the world of industiy 
and the weight of his inlluence in political circles are ample 
compensation for the slightly viscid qualities of his stylo, and 
make any comments he has to offer important data for the 
interpretation of the economic and political tendencies of our 
time. This is not an attractive book. But it is a forceful book, 
a revealing book, a book which no student of the post-war pei-iod 
can afford to neglect. 

Lord Melchett ’s main proposals in regard to unemplo\anent 
are already well known to readers of this Journal. In this 
book he renews his plea for their adoption, and attempts to 
turn the tables on those critics who have accused him of wishing 
to revive the Speenhamland system, by an heroic effort to prove 
that that system was not as bad as it has been painted, and that 
in any case it did — what he claims would be the effect of his 
ow^n plan — ward off graver troubles in the body economic. 
AVhether this last is true is a matter which may be left for economic 
historians to answer. But in his main contention, that his 
scheme has not received the attention it deserves, Lord Melchett 
is not, I think, without some justification. As Professor Pigou 
has shown, there are conceivable cases in which such measures 
would not be without some theoretical sanction. In any case 
they are sufficiently ingenious to merit more respectful considera- 
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tion than they have received at the hands of most of their critics. 
But it is somewhat surprising that Lord Melclictt should accuse 
his opponents of a purely static conception of industry (p. 101). 
For certainly the most powerful objection to his scheme is pre- 
cisely this, that it itself is too static in conception. It assumes 
static conditions, and it would tend to perpetuate such conditions. 

“ The scheme would apply,” says its author, “ in all insured 
industries in which the unemployment figures were above 
normality.” That is to sa^^, that in just those industries whore 
the downward fluctuation of demand for labour was most 
pronounced, and where presumably a contraction of labour supply 
was most called for, the greatest effort would be made to main- 
tain the volume of employment undiminished. Surely this is 
the static outlook with a vengeance. Jjord Melchett complains 
elsewhere (p. 4G) that the present system of unemployment relief 
promotes immobility of labour. But if relieving people who are 
thrown out of their jobs produces this result, how much more 
will subsidising wages so that they may remain m them ? 

On questions of industrial organisation, Lord Melchett covers 
a varied collection of topics with a success which is almost equally 
varied. On the role of science in modern industry he speaks 
with imagination and vision. His views, too, on the relations 
between capital and labour are humane and progressive. The 
celebrated attack on socialism, on the other hand, seems scarcely 
to deserve its reputation. As a debating speech it may have 
l)een effective. As a contribution to knowledge it is disappoint- 
ing. Lord Melchett claims that his remarks on the difliculties 
of int<*rnational trade under socialism are new, but this, of course, 
is erroneous. The matter has been discussed both by Caiman 
and by Mises. Xor does his treatment of that great movement 
of amalgamation, which he has done so much to forward in this 
country, justify the high expectations with which we approach it. 
Trite reiterations of text-book lore with regard to the advantages 
of large-scale organisation take the place of that comparison 
of the advantages of different scales and different forms of organisa- 
tion which w'o should expect from one with so intimate a know- 
ledge of these matters. And this deficiency is all the more 
disappointing since, in treating of sociialism, Lord Melchett showed 
himself to bo not unaware of the difliculties in question. 

” What is one of the real difliculties of the whole question of 
organising your industries nationally?” asked I^ord Melchett. 
“ One of your chief difliculties is magnitude. I have come 

deliberately to the conclusion that it is quite impossible for 

a o 2 
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human beings to control any industry beyond a certain magnitude, 
and I say that after careful study. 

“It is a very curious fact, told mo by an American friend, 
that under Mr. Roosevelt’s administration, when one of the 
American trusts was dissolved, the component parts of the trust 
made more money in competition with one another than when 
united, simply because it had outgrown proper economic manage- 
ment and become so large that the company was like a govern- 
ment department, so complicated and so full of red tape that 
paralysis set in.” 

Surely, having thus whetted our appetites. Lord Melchett 
might have discussed the matter further. Wo cannot without 
undue optimism infer that the optimal magnitude of organisation 
in the chemical industry will always lie between the extent of a 
national chemicals trust and Imperial Chemicals, Ltd. ! 

On fiscal policy Lord Melchett is frankly mystical. With 
pious awe he sacrifices “ the free trade ideas to which I have, 
economically, (sic) devoted the greatest part of my political life ” 
“ on the altar of Imperial Unity.” With righteous scorn ho 
denounces those who “ think of everything in terms of what 
might be called European thought.” In such a case, clearly, 
comment of a strictly scientific nature is inappropriate. We 
may question whether the means proposed — Imperial Zollverein, 
a quota system and the like — arc likely to promote the end in 
view. (Incidentally, we may note that Lord Melchett does not 
think the bonds of race are sufficient without “ mutual interest.”) 
But in so f ir as the ends are in dispute, as economists, wo can 
say nothing. If Lord Melchett prefers Empire to Opulence, that 
is the end of the matter. But is it not rather sad that Lord 
Melchett, whose own debt to the mainland is so obvious, and 
whose great race has done so much to foster the consciousness 
of a common tradition of Western civilisation, should forsake 
the goodly company of those who have sought to strengthen the 
solidarity of European peoples, and should find the outlook of 
those for whom the interests of such solidarity are paramount, so 
mean-spirited and ignoble ? 

Lionel Robbins 

JVeto C allege f 
Oxford. 
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The Economic System. By G. D. H. Cole. (Longmans, Green 

& Co., Ltd. 1927. Pp. 90. 2^.) 

Capitalist Combines. By G. M. Colman. (Longmans, Green & 

Co., Ltd. 1927. Pp. 90. 2^.) 

Co-operation f its Problems and Possibilities. By A. H. Enfiei.T). 

(Longmans, Green & Co., Ltd. 1927. Pp. 90. 2s.) 

These three brief “ outlines,” published under the editorship 
of a Joint Committee of the Workers’ Educational Association 
and the Tutors’ Association, give a concise and liicifl explanation 
of their subject. The editors are perhaps a little sanguine in 
their belief that the outlines are suitable for “ independent 
students who want not to be told what to think but to be helped 
to think for themselves.” The authors have so obviously a gospel 
to preach, and so evidently expect it to be agreeable to their 
readers. Mr. Cole, at any rate, is frankly “ conscious” that his 
exposition “ begs many questions.” Miss Colman and Miss 
Enfield are less frank, probably because they have not realised 
that there are so many questions to beg. Miss Colman does indeed 
begin with the statement that there is much both of good and 
of bad in the combination movement,” but her description of the 
social gains of combination is quickly followed by the social 
dangers of monopoly and inflation. A simple arithmetical sum 
shows that the capital of “ Imperial Chemical Industries ” is 
larger by over £18,000,000 than the combined capital of the four 
constituent companies : it follows that the capital is watered and 
the new combine over-capitalised. As regards wages, although 
“ it is difficult to find evidence on the basis of which to come to 
any definite conclusion,” yet “ there is no doubt that a combine is 
in a better position than smaller independent firms to resist a 
demand for a rise or to enforce a reduction.” The Press combines 
and the banking amalgamations are condemned with equal 
severity. With regard to the latter, Miss Colman does indeed 
admit that “ in general no doubt loans are given or refused on 
purely business principles,” but this power can be used to check 
developments of which bankers disapprove, as, for example, trade 
with Russia. A brief account of the various attempts made in 
different countries to control the activities of combines shows how 
difficult it is to make such control effective, and leads easily to 
the conclusion that the only adequate protection to the consumer 
or the worker is to be found in State ownersliip and administra- 
tion of capital. 

Miss Enfield has a less controversial subject in Co-operation, 
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and her exposition is mainly descriptive, passing in review the 
origin of co-operation, the British movement with its secondary 
educational and political activities, and the importance of inter- 
national co-operative trade. The problems arising out of the 
relation between agricultural co-operators who aim at selling 
dear, and consumers’ co-operators who desire to buy cheap, are 
somewhat lightly passed over, the writer contenting herself with 
the view that “ though the respective spheres of the two move- 
ments have never been settled in theory, co-operators arc essenti- 
ally practical,” so that no doubt matters will arrango themselves. 
The conflict of interest between producers and coiisumers is more 
clearly realised in the cha 2 )ter on Co-operation and 'Frade Unions, 
and the conflict between the aims of co-operators and State 
socialists forms the subject-matter of the concluding chapter. 
For her new world Miss Enfield gives the ])reference to co-opera- 
tion, as at once more democratic than State socialism, more trust- 
worthy, and more international in its sympathy and outlook. 
The book starts quite definitely from the premise that capitalism 
and profit-making are vicious in every detail, though there are 
in the argument occasional lapses, evidently unsuspected by the 
writer, as, for example, wlien capital provided by the savings 
of Trade Unionists appears to have a right to adequate returns, 
and again where it is indicated that the highest technical efficiency 
and great business and organising ability are qualities not secured 
by election. 

The Economic System, by ^Ir. G. D. TI. Cole, is a more scholarly 
and less ingenuous production, but the exposition is uneven, 
and suffers from the difficulty of explaining complicated questions 
in a few paragraphs and in language intelligible to the student 
who has not much background. Thus the chapter on “ Legal 
Eoundations ” settles in nine jiages the whole question of the 
“ rights of proi>erty ” and of “ legal personality.” Jt is cleverly 
done, and the student for whom it is intended will find it as 
intelligible and convincing as any other piece of socialist propa- 
ganda. The two chapters on Capital suffer even more from 
compression. After explaining the meaning of capital assets, 
the argument plunges straight into questions of companies and 
investments which may w'ell confuse the reader. On p. 28 real 
capital, italicised, is defined as the “ actual worth of the assets 
with wliich business is carried on,” but on p. 33 we arc told that 
firms may have a “ large part of tlieir real capital in the form of 
Debentures.” The writer is more clearly at home in his descrip- 
tion of the provision of capital, and of the possibilities of saving 
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under a more equitable distribution of resources. A somewhat 
tedious chapter is devoted to proving that cost of production 
has no precise meaning, and it appears to follow from the chapter 
on “ Social Cost ” that there is no such thing as a right to interest 
on capital. The chapter on Wages concludes that the “ worth 
of labour ” under our present economic system has no moral 
meaning. “ It does not mean that labour is paid what it ought 
to be paid.” The “ necessities ” of the economists, as regards 
wages, prices, interest and profits, arc necessities only under 
the present economic system, and Society could very well reor- 
ganise the whole system on some other basis. With this, as with 
the conclusions of the other two volumes, the student for whom 
they arc intended will doubtless agree, and even the more 
sophisticated reader may find the “ outlines ” interesting if not 
altogether convincing. 

H. Reynard 

King's College for Women, 

London. 


PJco7wmic Problems of Modern Life. By S. Howard Patterson 
and Karl W. H. Sckolz. (McGraw-Hill Publishing Co., 
Ltd. 1927. Pp. xii + G07.) 

This book seeks to combine a generalised description of 
modern economic organisation with a more detailed treatment of 
some of the imi^ortant social and economic problems which face 
the U.S.A. at the moment. That duality of purpose is to be 
regretted , for a text-book and a gospel are not easily welded. The 
interest and continuity of the treatment of unsettled questions 
is broken by the intrusion of much standard description and 
principal ; the value of the text-book is reduced by the presence 
of discussions in which only the first w^ords have been said. If 
one fails, however, to find a continuous thread throughout this 
work, the sections stand w'cll by themselves. They are well 
written ; concise almost to the point of over-concentration. The 
material has, to all appearances, been carefully collected and 
sifted. The authors are happy in their skill in putting both sides 
of a case crisply and succinctly, and they add to their capacity 
for balanced statement an intellectual withdrawal from bias or 
over -emphasis which makes their w^ork a first-rate study of 
present-day industrial America. 

The general problems of industry in the LLS.A. differ both in 
kind and degree from those found in Europe. The differences are 
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the result of social as well as purely industrial factors. A 
European writer on Socialism, to take a most apparent example, 
would be justified in assuming that his readers have a rough idea 
of what principles lay behind Socialism and what ideas had been 
attached by hostile and prejudiced minds. Not so in the U.S.A., 
where the authors of this book find it neecssary to explain that 
“ Socialism docs not propose the elimination of religion, the 
Church or the institution of the family.” In some directions the 
economic problems of the U.S.A. are simpler than those found 
elsewhere . The high general standard of wages docs not altogethe r 
cloak or destroy the problem of industrial relations or the dis- 
tribution of wealth, but the organised section of labour is highly 
prosperous and the ill-paid section is mute and unorganised. The 
problem of instability presented by an unco-ordinated and 
decentralised banking system has been successfully met by the 
Federal llcserve Act of 1913. The absorption in the task of 
creating a satisfactory political system in which Federal power 
and State power would bo nicely adjusted has perhaps diverted 
attention from the regulation of industrial society and the 
establishment of democracy in the economic field. Rapidly 
increasing wealth weans a nation from introspection; its 
industrial worries lie lightly. Readers of this book, however, 
will be left in no doubt that industrial prosperity is a thin cloak 
and liable to wear to tatters quickly unless carefully watched and 
mended. Rig questions are emerging in the U.S.A. which will 
tax even the ingenuity, capacity and flair for organisation and 
direction which are met there. Sooner or later the American 
people must decide how far their present policy of protection, their 
refusal to cancel war debts, their encouragement of exports, their 
firmly rooted desire for a favourable balance of trade, are com- 
patible w'ith their change from a debtor to a creditor country. 
In some vital chapters in this book Messrs. Patterson and Scholz 
desert, perhaps for the only time, their attitude of reserved 
balance and come out in robust support of a greater degree of 
Free Trade for the U.S.A. , and even seem to be in support of 
some measure of cancellation of Inter- Ally debts. The problem 
of the Trust is becoming more complex. The lawyers have 
always fought a losing battle with the business man, for the latter 
combines superior dexterity and energy with the possession of an 
organisation which is capable of an infinite capacity to change form 
in order to evade the law. The State is now adding to ineffective- 
ness in control an uncertainty in its own cause. The Webb- 
Pomcrene Act allows the formation of associations and combines 
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which are engaged solely in export trade. On this subject the 
authors unfortunately confine themselves to description and, 
excepting a suggestion that the Federal Trade Commission should 
have the power to fix prices, refrain from criticism or analysis. 
A flexible tariff scheme now in operation appears to prejudice the 
export trade of the country and to incite other countries to 
retaliation. And the social problems appear to be no less urgent. 
It comes as a surprise to learn that “ in 1920 there were one 
million children between the ages of ten and sixteen engaged in 
American industry ” ; that six States still allow the employment 
at night of children under sixteen ; that, as the result of a survey 
covering 19,000 women in Virginia in 1919, 46 per cent, were found 
to bo working more than ten hours per day. Moreover, the 
political organisation of the U.S.A. makes the problem of social 
legislation an extremely delicate task. There is a twilight zone 
in which Federal and State authorities struggle for supremacy. A 
written, and therefore rigid constitution, is badly adapted for 
dynamic industrial conditions. The whole treatment of this 
subject is a first-rate antidote to much uninformed laudation of 
American organisation and industrial life. 

The authors, however, do not confine themselves to this one 
thesis. To English minds the relative space allotted to different 
subjects will seem unusual and largely reflects the difference in 
the industrial centre of gravity in the two countries. There are 
only 21 pages out of a total of 600 devoted to Trades Cycles; 
only 2 pages to the Joint Control of Industry. A comparison of 
municipal ownership in the U.S.A. and Europe is dismissed in 
H piAges. Some of the discussion is topical enough to leave the 
writers at the mercy of current events. It is no longer true that 
“ in G.B. the miners have secured a seven -hour day and are 
agitating for a six-hour day.’^ It is misleading to state that “ the 
significance of Trade Unionism in British political life may be 
illustrated by the fact that in 1920 Trade Unions possessed a 
membership of 8,000,000 ” when that number has now fallen to 
about 5,000,000. Guild socialism is discussed as a living and 
militant force, when even its most able and enthusiastic exponents 
in this country appear to have deserted it. The book contains a 
useful and wide list of references, but on the subject of the Trade 
Cycle the works of Robertson, Pigou, Lavington, Cassel and 
Veblen are omitted. It is perhaps captious criticism to suggest 
that the ugly word “ illth,** used at least three times in this volume, 
should have been allowed to die with Ruskin. 

The authors have carried through what must have been an 
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onerous task of compilation and interpretation in a highly 
commendable manner. 

J. Jewkbs 

The University, 

M an Chester. 


Principles of Market ijuj. By Fred. E. Clark, Ph.D. (New 
York: The Macmillan Co. 1925. Pp. xiii + 570. \2s.ijd.) 

Tuts work is a well-balanced presentation of those phases of 
marketing that rest upon ficcepted economic teaching. It is 
autlioritativc in tone and is marked by great fairness and thorough- 
ness in its handling of those aspects which do not readily yield to 
theoretical generalisations or are still debatable ground between 
rival American schools in this branch of economic science. The 
author does not anywhere explicitly discuss terminology; but 
by defining marketing as consisting “ of those efforts which effect 
transfers in the ownership of goods, and care for their physical 
distribution,” ho ranges himself on the side of those who make 
the term include the entire grou]) of services involved in the dis- 
tribution of goods from producer to consumer. This is a better 
course than attempting fine-drawn distinctions between the 
distributive problems of the producer on the one hand and those 
of the factor, wholesaler and retailer on the other and applying 
the term merchandising to the latter. While the distributives 
jH’oblems of the producer may be different from those^ of th(^ 
wholesaler and retailer, the increasing tendency for producers to 
aid and e\en to supervise the flow of their goods right down to 
the consumer makes the distinction between the tw o an unessential 
one for the economist. It wmild be wtII, however, to recognise 
the need for standardised terminology in this connection. 

The book includes chapters on the distribution of faim 
products (appl’cablc in the main to American conditions only), of 
raw materials and of manufactured goods, with full discussions 
of the problems involved. Finance, risk, market new^s, standard- 
isation, co-operation, all find a place; and the chapters on the 
elimination of middle men and on price maintenance are specially 
commendable. 

Equally so is the absence of long discourses on what is known 
as salesmanship and on unscientific mass psychology which often 
spoil much that is otherwise good in works of this kind. Through- 
out there is emphasis on the need for the study of the social 
significance of marketing; and the concluding chapters devoted 
to the elements of marketing efficiency, the cost of marketing and 
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criticism of the wastes of competitive selling are useful con- 
tributions on topics of interest to the social student as well as to 
the business man and the economist. 

The general conclusion of the book is eminently sensible. 
“ So expensive a part of our industrial mechanism as the marketing 
machinery ... is an intricate and delicate mechanism, and 
change should develop only from investigation and experience.” 

J. G. Smith 

The Finance of Foreign Trade : a practical guide to the operations of 
Banker and Merchant. By William h\ Spalding . ( London : 
Sir Isaac Pitman and Sons, Ltd. 1926. Pp. xi + 179. 
Is. 6d. net.) 

Mr. Spalding quotes in the introduction to this volume the 
remark of an importer, “ Why don’t some of you bankers put 
your cards on the table and wTitc a book that will give us 
information on the procedure to be followed to get our trade 
financed? ” This book is the author’s answer to such queries, 
and the point of view adopted is to assist merchants and shippers 
in their work. The earlier chapters deal with the various kinds 
of credit employed, the differences between them, and the way in 
which they are operated ; attention is given both to the export 
and to the import trade from the standpoint of London and to 
the difficulties of fir icing in foreign currencies. Chapter VII 
marks the change over from general discussion to the consideration 
of how trade in particular commodities such as South Wales coal 
is actually financed, and of how the trade with particular areas is 
dealt with by bankers. Among the regions chosen are Morocco, 
British West Africa, Central and South America, British India and 
China. The book closes with chapters upon loans and advances, 
credit information, and the British export eredits scheme. 

This is undoubtedly a useful and well-written introduction to 
the practice of the financing of overseas trade ; much of its detail 
comes from the wide and notable experience of actual trade 
transactions which its author has enjoyed. Further, jMt. Spalding 
is writing, as he clearly state.s, for the advice of business men. 
The book is not, therefore, to be regarded as a systematic account 
of how L.itish foreign trade is actually financed, nor does it give 
an adequate account of the relations between credit organisations 
and traders to those who may desire to judge if these are effective 
and satisfaetory in furthering the interests of British trade. 
Within its own limits, however, it is a desirable eontribution to the 
somewhat sparse literature of an important subject. 

R. B. Forrester 



452 


THE ECONOMIC JOURNAL 


[sept. 


Railways versus Roads, By E. H. Davenport. (London General 
Press. Pp. 24. Is.) 

The rapid development of mechanical road transport has 
brought the problem of road and rail co-ordination to the fore. 
In the past there was a more or less clear demarcation between the 
two methods of transport, but at the present time the sphere of the 
road motor cannot bo determined with exactitude owing to the 
gradual imj^rovements which are taking place from year to year. 
Everyone would agree, no doubt, that unnecessary overlapping is 
wasteful and that a scheme of co-ordination which would provide 
for the “ rationalisation ” of transport has much to recommend it. 
The difficulty is to find a scheme which would secure the advan- 
tages of co-operation without checking the legitimate develop- 
ment of the new method and without hurting the interests of the 
consumer. 

Mr. Davenport envisages the problem from the point of view 
of the railway stockholder, though it is only fair to mention that 
he does not altogether neglect the wider interests involved, lie 
secs the solution of the problem in the railways going out on to the 
roads and providing services in connection with their rail facilities. 
He rightly points out that road and rail arc partly comple- 
mentary, and lie admits that motor transport must have crcatc'd 
a good deal of the traffic now carried on the roads. The railways 
have gained indirectly by the opening up of the country and 
directly by the carriage of road metal, asphalt, petrol, motor 
materials, etc. Whether or not this has been sufficient to 
counterbalance traffic lost to road competitors is open to argu- 
ment. Mr. Davenport considers tliat so far it has, though he is 
more doubtful if this state of affairs will continue. The railways, 
he holds, must join in the forward movement or lose their leader- 
ship of the transport industry, and for this it is necessary that 
they should have powers to operate road motors. He admits 
that provisions would have to be made to guard against district 
monopolies, which would never bo tolerated by the public. The 
railways should bo prepared to carry local pas.scnger traffic by 
road services, and buses should be used to link the market-places 
of towns with the main line stations. Combined rail and road 
tickets should be an advertised attraction. For goods traffic he 
suggests that transhipment depots could bo eliminated in many 
cases by substituting road services between country stations and 
central depots. If adopted on a more general scale this would 
undoubtedly enable the railways to secure important operating 
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economies and to speed up traffic. Mr. Davenport goes on to 
approve of the suggestion that in certain cases motor lorries could 
themselves bo entrained so as to avoid transference of their 
contents during the journey. This, however, seems an unneces- 
sary duplication of power units. Why not use containers or 
demountable bodies ? 

In the concluding sections of his pamphlet the author considers 
the question of highway rates and offers suggestions for their 
apportionment between ratepayer and road user. He does not 
think that the railways are unfairly treated in the matter of 
highway rates. 

Mr. Davenport has written a useful pamphlet which should be 
read by all interested in the road and rail problem. 

K. G. Fenelon 

Edinburgh University. 

Les chemins de fer en Belgique. Par Georges de Leener. 

(Bruxelles .* Maurice Laracrtin, editciir. 1927. Pp. 249.) 

Quite one of the features of post-war reorganisation in belli- 
gerent countries has been the change in status of certain of the 
world’s chief railway systems. Professor G. do Leener takes as 
his subject the past history of the Belgian railways, the constitu- 
tion of the new Society nationale des chemins de fer Beiges, and 
its prospects for the future, but the entirely unexpected change 
brought about in the summer of 1926 by the Belgiiin decision to 
commercialise the operation of the State-owned system forms the 
major topic of the book. 

His broad historical tliesis would appear to be a specialised 
proof of the generalisation long ago put forward by the German 
writer Gustav Cohn, that “ the advantages and drawbacks of 
every possible system may have been never so impartially dis- 
cussed, yet in the end the traditions and the difficulti(*s, the 
existing political and economic conditions of each country, have 
had the last word.” Herein it is demonstrated that " the whole 
history of Belgian railways shows the adaptation of their operation 
to the circumstances and exigencies of the moment” (p. 199). 
In 1834 it was not abstract economic theory but largely the fear 
of Orangist capital control and the practical need of cheap rates in 
competition with three neighbouring maritime nations for German 
trade which led the infant State to reserve railway construction 
and operation to itself. Ten years later the growth of native 
capital had removed the chief danger and, moreover, the main 
trunk lines of the period, from which it was intended that others 
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might radiate, had already been constructed. Hence, until 
about 1870 the extension of the system was abandoned to numerous 
private companies. In 1873 there began a period of State repur- 
(thase, again from fear of foreign control, this time from Franco 
and Germany. In 1026 the necessity of mobilising the national 
assets to stabilise the precarious position of the Belgian franc, 
threatened by a huge floating debt of maturing Treasury Bonds, 
brought about the transfer of operation (but not ownership) to 
the now {Soci^te. 

However, Professor de Lcener is concerned chiefly with the 
technical constitution and problems of the new regime. Students 
of transport questions will welcome the opportunity of obtaining 
his authoritative short history and description of this important 
experiment. Whilst the urgency of using national assets as a 
basis for national credit and stability is the main prop on which he 
builds his not unqualified support of the change, the harrowing 
description of the particular evils of State operation in Belgium 
and the difficulties attendant on all efforts to obtain some measui (^ 
of commercialisation at least add to his conviction. The Societe 
nationale is referred to in Article 13 of the 1926 law as an 
“ autonomous industrial enterj^rise {enireprise indusfrielle 
(lutonome), but to the foreigner, among other things, the fact that 
the State has at least 80 per cent, of the voting strength in the 
extremely powerless general meeting of shareholders (assemblee 
gen^rale), that the majority of the directorate (conseil d’adminis- 
tration) is nominated and dismissed by the Government, and that 
tlie Government may always require reductions of rates or forbid 
increases seems to indicate some degree of elasticity in the normal 
use of words, as our author is prepared to admit (p. 212). In 
this respect his critical analysis of its constitution inevitably 
leads to the conclusion that everything depends on mutual 
co-operation by the directorate, the Government and Parliament 
to ‘‘ prevent the vices of the system being translated into facts ” 
(p. 213). Broadly speaking the floating debt has been forcibly 
consolidated into the preferred shares of the Societ6, on wliicli the 
State pays a reduced fixed rate of interest. The net i^rofits of 
operating the railway system on commercial lines arc to be divid(‘d 
equally between the preference shareholders and the State, as 
holder of the ordinary shares. 

The prospect for the future is naturally the most topical 
and debatable part of the book. The financial success of the 
undertaking may be made or marred by the degree to which the 
State burdens the administration with unhappy interference 
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possible within its constitution. Hence to some extent the 
problems of the Society are constitutional as well as economic, 
and it is here that the English reader must rely entirely on th(' 
author’s native knowledge of Belgian customs, since written 
constitutions are extremely deceptive as a basis for gauging the 
future of new bodies, and we have had no long-standing experi- 
ence of practical effects to estimate the value of his criticism. 
Nevertheless few will not be persuaded of the wisdom of certain 
practical arguments for improvement in the hurried imperfect 
arrangements. Economically the future would seem oven more 
obscure, due to the nibbling of the road motor at the higher class 
traffic (on account of the short distances) and to the very complete 
inland waterway system lying in wait to ])revent the burden of 
fixed costs being thrown on the lower class, as well as to the 
traditional dependence of the country on cheap rates. Though 
cognisant of the many difficulties. Professor de Leener feels 
assured of success given the essential of co-operation. 

V. D. Campbkli. 

The University, 

Manchester. 


Urbanisation : Its Effects on (Jovernme.nt and Society. By John 

Giffen Thompson. (New York: Dalton and Company. 

Pp. 083. SO.) 

It is probable that no change has ever taken place in the lives 
of the mass of the people so swift and so fundamental as that- 
implied by the substitution during the last century of town for 
country as a place of re.sidence. Wo are familiar enough with 
attempts to assess the meaning of factory life for those who work 
under modern conditions. There has, on the other hand, been 
little study of urban conditions in their relation to problems of 
government and the wider problems of social life. In no country 
is such study needed more than in Great Britain, where urban- 
isation has gone furthest. Mr. Thompson has taken up this task 
and conducted a detailed and careful survey of the general 
influences of town life with particular attention to problems of 
government. His verdict is in the main favourable. This view 
stands in strong contrast to that dominant in the older civil- 
isations, when towns \vcro regarded as the seed-beds of moral and 
physical decay in the individual and the centres of political 
corruption in the State. The experience of the war would seem 
to bear out Mr. Thompson’s conclusion. The town-bred youths 
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of Western Europe showed no signs of degeneration in that trial. 
But this is not the place to pursue these broad problems. Mr. 
Thompson is not specially interested in the economic problems of 
towns. Here lies a rich field for research. Next to nothing is 
known of the relation between cost of administration and size of 
town in this country. Almost certainly there is such a relation. 
On the one hand there must be an optimum size of town, and 
on the other hand there is no reason to suppose that the growth 
of towns stops at that point. Town-planning is the first step in 
the control of the distribution of population; further steps are 
contemplated, but there is nothing to guide those who plan 
satellite towns as to the size at which they should aim. 

A. M. Carr-Saunders 


The Bread of oar Forefathers. By Sir William Ashley. 

(Oxford : Clarendon Press. Pp. xii + 206. 12.s\ 6d.) 

Wjien English people talk of bread, they mean bread made of 
wheat. It is only under the stress of a Great War that they can 
bo induced to eat bread containing a mixture of other grains. 
This was already true by the beginning of the nineteenth century : 
schemes for the “ dilution of bread were no less unpopular 
during the Napoleonic wars than they have been in our own 
generation. There has, indeed, been a tendency to assume that 
English bread has always been made from wheat, and that, in 
attempting to measure historical changes in the cost of living and 
the standard of welfare, wheat may be taken to bo the representa- 
tive bread-corn, just as barley is taken to be the representative 
drink-corn. Rye, the main bread-corn of Northern Europe, has 
been almost ignored as a factor in English economic history; 
and this has not been merely an oversight. Thorold Rogers, 
indeed, expressly and repeatedly denied that rye was ever import- 
ant as a bread-corn in this country. “ From the earliest times ” 
(he wrote) wheat has been the principal grain on which the 
English have lived. . . . Rye was more scantily cultivated than 
any of the cereals ... it almost disappears as a grain crop in 
southern and central England at or about the middle of the 
fifteenth century.” ^ Yet, whatever happened in the southern 
and central counties, there is abundant evidence that a con- 
siderable amount of rye was grown in England as late as the 
eighteenth century, and that “ the bread of our forefathers ” was 

' Six Centuries of Work and WageSf pp. 59-60. Cf. the possagcii in Ins 
Agriculture and Prices, quoted by Aghley, p. 86. 
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largely composed of this coarser grain. The monks, it is true, 
seem to have preferred wheaten bread from a very early date ; 
but it is doubtful whether the monks should be regarded as among 
our forefathers. 

The most important rye-growing region of England in the 
sixteenth and seventeenth centuries was in the eastern counties, 
especially Norfolk. Nowadays it is from the eastern counties 
that we derive more than half our home-grown supplies of wheat ; 
and (wrote Sir William Ashley) “ a large part of our problem is 
precisely this : when and how did Norfolk and the eastern 
counties . . . convert their rye-fields into wheat-fields, or bring 
under wheat land never before tilled?” To this problem Sir 
William Ashley applied the varied learning of a lifetime. The 
results of his researches into agricultural history, prepared for 
delivery as the Ford Lectures of 1923, now appear in his last 
book, which was completed only a few weeks before his death. 
Tho book bears eloquent testimony to the depth of Ashley’s 
learning and the width of his interests ; the range of authorities 
drawn upon, and the ease with which the centuries are traversed, 
alike refiect a mastery of general historical scholarship which is 
becoming ever rarer in tliese days of specialism. Pamphlets, 
letters, corn certificates, quarter sessions records, pipe rolls, 
field names, theological treatises, manorial extents, Saxon land 
charters, Shakespearian quotations, and even familiar nursery 
rhymes, are all used to throw light on the main question. 

Some of Sir William Ashley’s general conclusions may be 
conveniently stated in his own words (pp. 132-3) : “ Firstly, that 
a complete transition to a wheat bread diet on the part of the 
mass of the people was only effected during the eighteenth century ; 
secondly, that there is reason to believe that the cultivation of 
rye was relatively more e.xtensive the farther back w'o go in 
time; thirdly, that during the Middle Ages rye was cultivated 
to some extent in almost all the arable districts, and that in some 
it preponderated over wheat ; and, fourthly, that throughout the 
Middle Ages it was a very important element in the rural life of 
the country, in the food of the people, and in the policy of the 
Government.” 

Thorold Rogers’ under-estimate of the importance of rye is 
explained as arising from the nature of the evidence he used. 
The bailiffs* accounts, on which Rogers relied, refer directly only 
to the seigneur ial demesnes, which constituted at most one-third 
or possibly two-fifths of the tilled soil of the country. Actually 
Rogers’ evidence referred to a much smaller proportion of the 
No. 151. — VOL. XXXVIIl. If 
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arable land than that ; “ for it is derived almost, if not quite, 
exclusively from manors belonging to considerable corporatioas, 
such as colleges and cathedral chapters, or belonging to con- 
siderable personages, such as the king or the great nobles.” 
Even in the Middle Ages the bread-corn of these privileged classes 
was admittedly wheat ; and it is therefore natural to find wheat 
predominating in the cultivation of the demesnes. Not only 
nobles and monks, but also the merchants and well-to-do crafts- 
men in the great towns were already, by the middle of the thir- 
teenth century, beginning to demand wheaten bread ; and 
accordingly, the predominance of wheat even in that portion of 
the produce sold by the bailill in the open market does not prove 
that wheat was cultivated in anything like the same proportion 
over the country as a whole. This exposure of Thorold Rogers’ 
fallacy is not, indeed, entirely new. Denton, Steffen, Savine, 
Seebohm and Cunningham have all (from one aspect or another) 
attacked the basis of Rogers' calculations. Ashley does not 
merely demolish Rogers, but builds up a consistent contrary 
doctrine by dovetailing detached pieces of evidence from the 
most diverse sources. 

'I’he more difficult questions remain for discussion : when was 
the cultivation of rye introduced into England ? what determined 
its geographical distribution over the country ? and why did the 
English swing over so completely from rye to wheat during the 
eighteenth century, althougli some otluir European peoples ha\’e 
remained rye-eaters until the twentieth century ? To these 
questions Ashley could return only conjectural answers for lack 
of evidence ; but his conjectures are of great interest and import- 
ance. He imagined the cultivation of wheat and rye spreading 
westwards across Europe from the Near East in two great mov('- 
ments — “ the southern one, that of wheat, making its way round 
the southern shores of the Mediterranean and then around what 
are now Spain and France; and the more northern movement 
(that of rye) considerably later, proceeding along the central 
plain of Eastern and Middle Europe.” Building on this hypothesis, 
Ashley liazarded the conclusion that the large-scale cultivation of 
wheat was introduced into Britain by the Romans, and that rye 
came in with the English invaders several centuries later. 

The geographical distribution of rye in England during early 
modern times seems to have depended mainly on soil conditions. 
Rye could be grown on light sandy soils which were useless for 
the cultivation of wheat in the agrarian circumstances of the 
period. In two striking maps Sir William Ashley shows that the 
main rye-growing areas of the country (according to the corn 
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certificates of the sixteenth and earlier seventeenth centuries) 
corresponded almost exactly with the areas of sandy soil men- 
tioned in the reports submitted to the old Board of Agriculture 
round about the beginning of the nineteenth century. What, 
then, determined the transition from rye to wheat in England, 
as distinct from the other countries of Northern Europe ? The 
transition followed the distinctive development of agrarian 
organisation in England. Wheat was always better liked than 
rye by most people, and would be grown in preference to rye 
wherever possible. On the sandy soils of eastern England wheat 
could not be grown without considerable expenditure on marling 
or some equivalent method of enriching the soil. There was not 
much possibility of this expensive improvement of the soil being 
undertaken, except on the demesnes, so long as the old open-field 
system persisted and the small copyholders and “ sturdy yeomen 
survived. But with the ap])earaiice of the improving landlords 
and substantial tenant farmers of the eighteenth century, marling 
and liming became more general, and rye was rapidly displaced 
by wheat; whereas “ a country like Germany . . . continues to 
be in the main a rye-growing and rye-eating land because it 
continues to bo a country of peasant proprietors.” 

Elaborated with the skill of a master craftsman, a simple 
question concerning the bread-corn of our ancestors is thus 
shown to bo “ intimately bound up with some of the most 
fundamental problems of our economic and social history.” 
Sir William Ashley’s book is not only a fitting memorial to his 
scholarship; it is also a notable bequest to his countrymen. 

A. Bedford 

[Errors and doubtful points : — (1) p. vii, 1. 25 : “ Faster Tran- 
sition from Wheat to Bye ” : transpose “ wheat ” and “ rye.” 
(2) p. 2, 11. 2-5 : Miss Dorothy Marshall and the Webbs have 
recently shown that the allowance system in the administration 
of poor relief was in use at least a century before the “ Speenham- 
land ” decision of 1795. (3) p. 3, 1. 2 : for “ barley ” read “ rye ” ? 

Sense not clear. (4) p. 0, bottom : change from words to figures 
in prices should be corrected. (5) p. 95, middle : “ Bread of 
cocket or clere matin ” requires some explanation. (G) pp. 97 
and 103: Note 11 seems incomplete and obscure. (7) p. 119, 
note “ s ” : Eden’s Jlisiory of the Poor : for History read State. 
(8) p. 153, 11. 1-4 : reference made to papers by Mr. Salter and 
Mr. and Mrs. Webb might be more explicit. (9) p. 159, middle : 
for “ the Near Levant ” read either “ the Levant ” or “ the 
Near East.”] 
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Economic History of Europe to the Erul of the Middle Ages. By 
M. M. Knight. (Allen and Unwin. Pp. xi + 260. 12,5.) 

Dr. Knight is a strong believer in the continuity of economic 
history ; and the thread of continuity, round which his historical 
pattern is woven, is to be found in the development of commerce. 
Scholars of an older generation were accustomed to trace tlio 
evolution of economic organisation from the hunting stage to 
the pastoral stage, from pastoralism to settled agriculture, from 
an agricultural to an industrial phase, and so to the later glories 
of modern industrialism and a w’orld-wide commerce. Dr. 
Knight leaves all such “ economic stages ” to the sociologist. 
For himself, he is concerned with economic history not in its 
sociological but in its “ business ” aspect; and commerce, as he 
makes abundantly clear, was the mainspring of business life in 
ancient and mediaival times, w'hatever may be the position now- 
adays. Giry’s generalisation, “ Commerce dominated industry in 
the Middle Ages,” recurs again and again in Dr. Knight's pages, 
and may almost bo regarded as his central theme. 

Conveniently enough, the book begins with an account of 
economic life in the ancient Near Fast round about the year 
2000 n.c. From that point the author’s main task is to trace 
the westward expansion of commerce and civilisation, from what 
he calls the “ triangle ” of early civilisation (Fgypt, Babylon, 
the Aegean) to Phoenicia and Greece, from Greece to Italy, from 
Italy to the Atlantic seaboard. He gives an illuminating bird’s- 
eye view of the progress of Western civilisation (p. 87) ; — “ The 
great days of the Phoenicians and Greeks had come during a sort 
of twilight of empire, after the decline of old Egypt and Babylon, 
and before the newer type of great state, which led from Persia 
through the Hellenistic period following Alexander and culmin- 
ated in Rome, had found its stride. Likewise, after that imposing 
fabric of empire had been withdrawn from the heart of Europe to 
its native Near East, a now heyday of the commercial city-stale 
arrived. This time the chain of trading towns (with such manu- 
facturing industry as their commerce positively dictated) spread 
from the Mediterranean over the passes and along the waterways 
into the very corners of Northern Europe.” From the economic 
point of view the real distinction in media3val Europe (p. 90) was 
not between such shadowy units as Franco and Germany (and 
England?) but “ between Northern and Southern Europe — the 
one near and the other far from Constantinople and the Saracens ” 
(the centres of civilisation and science). 
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It follows that England, far from being made the centre of 
mediaeval economic history, should be treated as a relatively 
backward region on the outermost fringe of civilisation. Indeed, 
the author’s preface suggests that his original stimulus to the 
compilation of the book came from his conviction that England 
has occupied too prominent a place in American text-books of 
mediaeval economic history. There can be no doubt that Dr. 
Knight is substantially just in this estimate of the comparative 
unimportance of mediaeval England, and in his conviction that 
“ the life of the British Isles is far from a full sample, or even a 
particularly representative one,” of the history of European 
development. Not that he neglects English economic history; 
on the contrary, his treatment of English development is no less 
adequate than his account of the Italian city-states, which are 
the central feature of mediyeval history to him. In the same way, 
while commerce (with industry as her handmaid) is the central 
theme of the book, yet agriculture receives no less substantial 
treatment; some readers may even consider Chapter V (on 
“ The Manor ”) to be the most thoughtful and learned part of 
the book, in spite of the many disputable statements which it 
contains. 

It goes without saying that there are likely to bo a great 
many disputable statements, and even flagrant errors, in a book 
which covers the history of nearly 4000 years of Western civil- 
isation in 250 pages. Some of the difllcultics may arise either 
from differences of language or from the reviewer’s ignorance. 
What, for instance, is ” emmer,” which is described (p. 12) as 
growing wild along with wheat in the Near East? Is it what 
English people would call ” spelt ” ? And w'ere there really 
” reindeer ” in ancient Egypt (p. 21) ? And is ” corvee ” properly 
described (p. 50) as “ a Greek term for an Oriental institution ” ? 
Other difficulties arise from an occasional looseness of statement 
which may amount to actual obscurity of meaning. Thus the 
population of Franco is said to have ” practically quadrupled ” 
between the ninth and the sixteenth centuries, and this is 
described as a ‘‘ four hundred per cent, increase ” (p. 184). A 
similar obscurity attaches to the frequent references to ancient 
and mediaeval coins in terms of modern currencies : as when the 
ancient Athenian drachma is described (p. 32) as “ roughly 
equivalent to the modern franc, lira, krone or drachma.” Some- 
times Dr. Knight’s knowledge of European topography seems 
inadequate, as in his statements about open-field tillage on p. 181 : 
” Open-field tillage only partially decayed before the nineteenth 
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century. Half the English county of Cumberland was still 
unenclosed in 1794. Open-field methods were very common in 
nortliern France up to the Revolution.” Here it may be pre- 
sumed that Dr. Kniglit would not have used Cumberland as his 
example if he had realised what a large portion of that county 
consists of mountains and lakes. 

In general, Dr. Knight’s tendency is to view modiooval life in 
a more favourable light tlian would most economic historians. 
For the times and conditions of the Middle Ages ho considers 
(p. 179) that “ the open-field manor was about as efficient an 
agricultural unit as could have been found.” lie denies the 
restrictive effect of gild regulations in general terms (pp. 224- 
5) : — “ In spite of exceptions, it is safe to say that when the 
mcdiscval economic S 3 ^stem was at its height, entrance into thij 
various craft gilds was restricted by little except the merits of 
the candidates. . . . There was no class distinction between 
master and journeyman at the height of the Middle Ages.” 
Such statements may not be actually incorrect, but they are 
likely to bo very misleading. A minor defect of the book con- 
sists in the inadequacy of the index and the illustrations. The*, 
maps are few and poor; incidentally it may be noted that Ham- 
burg has changed places with Liibeck in the map on p. 203. 

Professor Allyn A. Young, in his editorial introduction to the 
book, makes a proud claim on its behalf : — Better than any 
other book in the English language ” (ho writes) “ it answers th(‘, 
particular questions about ancient and mediyeval history that 
arc most imj^ortant for tho student of the economic problems of 
the i)rescnt day. . . . For tlie student of economics tho present 
volume is the best introduction he can find anywhere to tho 
problems of economic history.” This is perhaps a little too good 
to be true, and may cause the book to be approached in a hyper- 
critical spirit; but Dr. Knight’s book is certainly, in spite of its 
defects, a scrupulous and conscientious piece of work which may 
be recommended both to tho academic student and to the general 
reader. 

A. Redford 

General Economic History. By Max Weber. (Translated by 

Frank H. Knigilt, Ph.D.) (London ; George Allen and 

Unwin. 1927. Pp. xviii -f- 401. 12^.) 

Max Weber (1864-1922) belongs to the German school of 
historical sociologists and ranks with Werner Sombart as a 
leading exponent of the historical development of social life. 
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Originally, Weber studied law at Heidelberg, Strassburg, Berlin 
and Gottingen, and afterwards lectured on llornan and German 
law. In 1894 he was appointed Professor of Political Economy at 
Freiburg, whence, three years later, lie transferred to Heidelberg. 

Always Weber was at pains to keep uppermost the sociological 
aspects of his studies and not to become primarily an historian. 
Hence his initial reluctance to undertake a course of lectures 
upon economic history. His consent once given, however, he 
did his task exceedingly well, and tlio lectures delivered in the 
winter of 1919-20, under tlio title “ Outlines of Universal Social 
and Economic History,” have since been cast into book form. 
1lie plan is— Primitive Agricultural Organisation and Property 
Systems; The Pro -capitalistic Age: (a) Industry and Mining, 
(h) Commerce and Exchange; The Origin of Modern Capitalism. 
This is an enormous sweep ; and Dr. Knight, the able translator, 
anticipates a possible criticism when ho urges that “ notably in 
the sections dealing with mcdiajval institutions,” historical 
exactness is impossible within the limits of the work, and less 
important than broad interpretative insight. 

A comparative treatment of economic life and institutions in 
Oriental, as well as Occidental, countries is attempted. Develop- 
ments in Germany, England, France and Italy are set closely 
beside those in India and China so that the significance of simi- 
larities and contrasts can scarcely bo miss(‘d. Moreover, one’s 
interest is intensified by the fact that Weber’s interpretations are 
those of a scholar whose knowledge was universal in scope ; an 
eminent specialist, not in economic history, but in a closely 
connected field of study. 

The first chapter contains an explanation of the influence of 
the peculiarities of the ancient German plough upon the shape 
of the strips of land; and of the ploughing capacity of an ox 
upon their size. The predominance of the thrcc-hcld systtmi is 
traced at least as far back as the eighth eeutury a.d., but, like 
the Mark(jeno8seriscIuiftf its beginnings are lost in obscurity. 
Tliero was, of course, nothing approaching uniformity in the 
German countries, much less in Europe as a whole. On all sides 
German rural organisation came into contact with other forms, 
Alpine husbandry, the Slav system and the remains of the Roman 
method of land distribution. Mixed systems resulted in many 
instances. Having surveyed Oriental systems, Weber concludes, 
against De Laveleye’s thesis, that husbandry was not originally 
communal. “ In reality, nothing definite can be said in general 
terms about the economic life of primitive man.” Primitive 



464 


THE ECONOMIC JOURNAL 


[sept. 


forms of property appropriation were equally diverse, being 
determined not by economic influences alone, but by religious, 
magical and military motives also. One source of seigniorial 
claims was military leadership : another was the profession of 
magic. “ In many cases the chieftain developed, not out of a 
military leader, but out of a rain-maker,’* and an alliance of 
prince with priest could hardly fail to bring profit, especially 
when coupled with a monopoly of trade. 

In Chapter VI, on the capitalistic development of the Manor, 
the plantation systems in the Ancient World and the New World 
are compared. "I'lie broad similarities are striking. Komans 
and Americans alike found that “ slavery is profitable only when 
handled with the most rigid discipline associated with ruthless 
exploitation,” and both encountered the tantalising difiiculty of 
sustaining the supply of slaves. The Romans, pursuing theii- 
general policy of stimulating marriage and the birth of children, 
promised freedom to the slave-mother after the third birth. 
Rut, says Weber, in vain, because no life except prostitution 
awaited the freed woman. The Americans also tried to breed 
slaves, and it was possible to distinguish negro-breeding States 
from negro-consuming States. All this Weber makes clear, but 
he seems to go too far when ho states rather categorically that 
the slave economy would have been transformed into a share 
tenant system without the War of Secession, and that the mis- 
management of the victorious Northerners resulted in a universal 
exclusion of negroes from the suffrage and the establishment of a 
strong caste distinction between blacks and whites. 

Of the guilds Weber writes mainly in terms of struggle. In 
their endeavours to secure for their members “ a substantial 
burgherly prosperity ” the guilds engaged in strenuous contests 
with consumers, municipal authorities, merchants, monasteries, 
rural craftsmen, urban journeymen and rival guilds. The bases 
of Weber’s criticism of the so-called manorial law theory of guild 
development held by Schrnoller and others, and tho comparative 
nature of the treatment, make Chapters IX-XI worth careful 
attention. 

Tho stages in the approach of capitalism are marked in various 
parts of the two hemispheres. In Eastern countries tho rise of 
the domestic system was delayed by forces non-existent in Europe'. 
In the East generally, the bazaar system, with craftsmen working 
not at home but, so to speak, beside tho market, presented an 
obstacle : in China the obstruction was clan industry : in India, 
tho caste system : in both countries, “ magical traditionalism ’ 
and the presence of unfreo workers. The dominance of magic 
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outside Christianity’s sphere of influence is assessed by Weber 
as “ one of the most serious obstructions to the rationalisation of 
economic life, because of its tendency to stereotype technology 
and economic relations. 

T-ho treatment of commerce and exchange in the pro-capital- 
istic period seems to bo somewhat slighter than other parts of the 
book. Chapter XVllI disappointingly devotes barely six pages 
to mercantile guilds in Europe and the East. The inevitable 
emergence of exact accounting methods at the advent of capitalism 
is a topic seldom touched by other writers. Weber frequently 
refers to it. Early book-keeping is discussed ((Chapter XVll), 
but there is only the merest mention of Italian double-entry, and 
I was surprised at the absence of a reference to Fra Lucas 
Tacioli’s treatise on this subject, published in Venice in 1494. 
Weber s statement that the device of the balance was first 
insisted upon by the Dutch theorist Simon Steven in the year 
1698 ” is clearly incorrect, for Pacioli devotes three chapters to 
balancing the books, which, he says, “ is extremely necessary to 
the good merchant ; otherwise . . . you will have to feel your 
way forward like a blind person, and much loss can arise there- 
from; therefore with deep study and care make efforts above all 
to be a good accountant.” 

The final cliapter contains a summary of Weber’s famous 
discussion of religion in relation to economic ethics and the 
(joining of capitalism. All his work on the sociology of religions 
(among which the celebrated essay on Die Protesianlisclie Ethik 
i(7ul der Geist des Kapitalinmus stands out) is, by common consent, 
excellent, but, as Mr. Tawney has shown in Uelujion and the Rise 
of Capitalism (pp. 319-21), it is not completely beyond criticism. 

The expression of a natural wish that Weber had actually 
written this book with his own hand must not be construed as 
ingratitude to the editors and students who, with commendable 
enterprise, took pains to pass on so much important and scholarly 
work to those who had not the privilege of hearing the lectures. 

Alfred Plummer 

Buskin College^ Oxford. 

Samuel Flagg Bemis, Ph.D. : (1) Jay's Treaty : a study in 
Commerce and Diplomacy. (The Macmillan Co., New York, 
1923. Pp. xiv + 388.) (2) Pinckney's Treaty : a study 
of America's advantage from Europe's distress, 1783-1800. 
(The Johns Hopkins Press, Baltimore, 1926. Pp. xii + 421.) 

The author presents the first of these two studies as Professor 
of History, Whitman College, the second as Professor of History, 
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George Washington University. The first won a prize of $3000 
from the Knights of Columbus; the second constituted the 
Albert Shaw Lectures in Diplomatic History, 1926. Amply 
documented and well-indexed, they clearly take rank with 
Webster’s Castlereagh and Temperlcy’s Canning. The economics, 
indeed, are incidental to the diplomacy, but a careful perusal 
yields indispensable economic knowledge concerning that war- 
torn age, the late eighteenth century. The two books cover 
roughly the same period, 1783 to 1800; John Jay and the 
Nootka Sound controversy of 1790 appear in both. Wo deal 
with the later published book first, because its roots go further 
back. 

Pinckney’s Treaty is the name of the Treaty which was signed 
in Spain between Spain and the U.S.A. on October 27, nOa. 
Thomas Pinckney of South Carolina, the American Minister in 
London since 1791, negotiated it with Godoy, the chief Minister 
of Spain. It was the rich fruit of effort begun in 1779, when 
Spain joined France in support of America against England. By 
it America gained all she then sought, as well as the reversion to 
everything concealed in the future : a boundary lino as far south 
as the Floridas, which Spain had conquered from p]ngland 
during the American War; an acceptance of the principles of 
the armed neutrality (free ships make free goods, etc.); and, 
above all, the free navigation of the Mississippi to the sea, 
together with deiiot rights at New Orleans which made the 
freedom of navigation commercially effective. America gained 
so much for two reasons. First, she was on the spot, and the 
young American Government was forced by her own settlers, 
“ the men of the W^'estern waters,” already astride the Mississippi, 
to claim what they were occupying. Secondly, Spain was 
immersed in the revolutionary upheaval in Europe, and she 
hoped vaguely to save South America by yielding in the north. 
She w^as now the enemy and now the ally of hlngland, in both 
cases to her colonial ruin. America, by “ Patience and Per- 
suasion,” used the troubles of Europe to lay the foundations of 
her continental expansion at the expense of Spain and France. 
For Spain in 1800 ceded Louisiana to France — that same great 
Louisiana which Louis XV had ceded to his cousin of Spain in 
1762, and in 1803 America purchased it from France, just as, a 
little later, she purchased the Floridas from Spain. One is 
impressed by the inevitablcncss of it all ; and the author seems 
to us unsound in his occasional purple patches (or is it that the 
Knights of Columbus demanded value for their money?). Thus 
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he writes, if Great Britain had retained the Floridas in 1783, 
'‘it is likely . . . that American territory would never have 
crossed the Mississippi ” (p. 47). Again, America, to assure her 
right of depot, negotiated the purchase of New Orleans. But for 
this she might not have gone on to buy Louisiana : “ What then 
would have been the destiny of tliat great region? A second 
Canada?” (p. 353). Most assuredly not. The men of the 
Western waters would have decided that, with no Fnmch Quebec 
and no United Empire Loyalists to say them nay. 

Throughout the author exhibits the richness of the docu- 
ments in the American and Spanish archives. English economists 
will note the account of the trading activities of William Panton 
Sc Co. of England with the North American Indians in Spanish 
territory (pp. 66-8); and there is a concise appendix dealing 
with the loans and subsidies made by Spain to the U.S.A. during 
the War of Independence. America repaid the loans in full by 
August 1793. Tliere are also interesting references to the trade 
r(‘lations betw'ecn Spain and America; and Spain’s jealous guard 
over her colonial monopoly, as evidenced here, may be profitably 
supplemented by the account in Webster’s Castlereagh of England’s 
entry into South American markets, when the colonies of Spain 
revolted. But America in 1795 was more concerned with an 
outlet to the sea and thus to Europe. Freedom to trade with 
l^iiropo, without entanglement in European alliances, was the 
guiding principle of Washington and Monroe, and indubitably 
sound. But in an age of war the country of Adam Smith and 
Nelson stood in the way of this freedom. 

Jay’s Treaty was concluded in London on November 14, 
1794, between John Jay, Chief Justice of the U.S.A., and William 
Wyndham, Baron Grenville, Pitt’s Secretary of State for Foreign 
Affairs. Ratifications were exchanged on October 28, 1795. 
America was confirmed in her land frontier to the north (of the 
])ossibilities of Canada British statesmen had then no gleam), 
end in return for British evacuation of the frontier posts (Art. VI.) 
she accepted a Commission for the indemnification of British 
creditors who had suffered trade losses during the War of Inde- 
pendence. The issue had been in dispute since 1783, but Jay’s 
Treaty supplied the machinery for the settlement eventually 
reached under the Convention of 1802. Great Britain finally 
paid America $3 millions, because the debts due to England 
($2*8 m.) were less by that amount than the compensation 
awarded in London to America on account of naval seizures. 
The details of the settlement are given in Appendices IV and V. 
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The text of the Treaty is given in Appendix VI. The trade 
provisions, and those relating to international law at sea, which 
uphold the British standpoint in its entirety, were to last only 
twelve years. Article XII., covering the West India trade, was 
so unsatisfactory that it was rejected by the American Senate 
(Great Britain accepting the treaty as thus amended) ; and this 
is not surprising, seeing that, in return for the poor i)rivilegc of 
engaging in the direct trade to West India with ships of not 
more than seventy tons burtlieii, America agreed not to carry 
sugar, coffee, cocoa, or cotton, either from the islands or from her 
own mainland, to any part of the world. So keen was the 
American Goveriinieiit for a treaty of some sort, so little was tlu^ 
(V)tton Kingdom foreseen in 1794. Professor Bemis ends his 
book : “ More aptly the treaty might be called Hamilton’s 
treaty.” Noav Alexander Hamilton’s policy was dictated not 
only by his personal friendship with Great Britain (which seems 
to bo a sore point with the author), but also by his conviction 
that continued peace with England and a commercial treaty, as 
an aid thereto, were essential to the new Union. “ The j^ower of 
the Federal Government to hold the Union together under the 
Gonstitution depended on the financial system which Hamilton 
had created. The elixir of national credit which energised the 
Government depended . . . almost wholly on imports, which a 
war or even commercial hostility with Great Britain would have 
destroyed ” (p. 270). Chapter II, “ Anglo-American Com- 
merce ” — an excellent cliapter — proves this to the hilt, it 
shows how and why the mercantilism of Lord Sheffield j)revail(‘(l 
over Pitt, the disciple of Adam Smith. In 1790 90 per cent, 
America’s duty-paying imports came from Great Britain. That 
was decisive for Hamilton, who had to raise a federal revenue. 
’I’lie trade was also very important to Great Britain, being alto- 
gether an export of manufactures. The British Customs Records 
of this period Have been destroyed by fire, but Prof. Bemis has 
most cleverly filled the gap by searching Pitt’s papers and 
finding there a copy of the Customs Returns for 1788-1794. 
These show that the U.S.A. took one-twelfth of the exported 
manufactures of Great Britain in 1788 and in 1793-1794 nearly 
one-fifth. In 1794, out of £16 millions, the United States took 
.‘U, the British West Indies 3^ and Germany 1^. 

These two books add considerably to our knowledge of 
British trade policy in North America after 1783 ; they illustrate 
at every turn the interdependence of economics and politics; 
they enable the English reader to understand how much British 
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industry was indebted to the British navy. One can see too 
that from America’s point of view British action was high- 
handed, and that tlie war of 1812 was wrong only in that it was 
so long postponed. 

C. 11. Fay 

Toronto University, 

The Cape Colour Question. By W. M. Macmilt.an, (London : 

Faber and Gwyer. 21.5. net.) 

A History of South Africa. By Ekk! A. Walker. (London: 

Longmans & Co. 12.s\ M. net.) 

In the controversy over the Colour Bar Bill in South Africa 
two years ago, the opponents of that measure were nicktiamed 
“ The New Philip Party.” One of tluan, Professor Macmillan of 
Johannesburg, was at that time at work on tlie private papers of 
the Philip to whom reference was made ; lie has now worked the 
material obtained from them into a study, partly historical and 
partly analytical, of the relations of the, white and coloured 
inhabitants of the old Cape Colony, in which Philip got the reputa- 
tion ho still bears. Its publication should deter the advocates 
of Colour Bars from using Philip’s name as a term of abuse; 
certainly the native’s friends will not disdain the appellation. 

John Philip was an Independent minister, the self-educated 
son of an Aberdeen weaver, who was sent out by the London 
Missionary Society to supervise its African stations in 1819. A 
man of great force of character, he took an active part in tlie 
controversies of the colony, frequently in opposition to the 
Governor, and, once he had made himself the champion of the 
aboriginal inhabitants, usually in opposition to the farmers. In 
addition to the very considerable influence that he exercised 
directly, as Professor Macmillan is able to show, ])y personal 
advice and pressure, he secured the ear of the politically influential 
Anti-Slavery group in England, and was so able to influence the 
Britisli Parliament over the heads of the local Government. 
Thus he came to be regarded as the type of jDolitical missionary, 
upholding purely sentimental claims of natives against the urgent 
needs of the white colonists who were building up the country, 
and invoking the interference from outside of distant Govern- 
ments even more ignorant than himself. The same description 
is applied by planters in Kenya and Rhodesia to-day to mis- 
sionaries who are trying to secure for the Bantu the same con- 
sideration and legal protection as Philip secured for tlie Hottentot. 

South African historians have accepted this popular view ; 
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Professor Macmillan’s use of Philip’s letters and diaries makes it 
possible to check it. The result is to confirm the traditional view 
of Philip’s position in the long controversy over native rights, 
but to destroy the legend of his personality. He is shown to 
possess wisdom as well as force, as exercising consideration for 
the colonists as well as for the natives, as an opponent of autocracy 
and a 2 )ionecr of constitutional government as well as the advocate 
of equality before the law irrespective of colour ; above all, as tlie 
first great advocate of the jiolicy of “ possessory segregation ” 
(the reservation of areas, from which white land-owners are 
ex(;ludod, as a nursery for native life and a safeguard of native 
morale), on which General Hertzog's Native Lands Bill is sup- 
posed to be founded. The numerous quotations that Professor 
Macmillan gives well show the quality of the man and the jxau*- 
tration of liis judgment; for example, the references to the 
difficulty of missionary work and the limitations of missionaries 
on p. 230, the memorandum on the Settler ])roblem on pp. 113 -14, 
or any of his references to the farmer’s fondness for vagrancy 
laws {e.g. pp. 223-4). 

The Cape (Colour Question is not, however, a biography or a 
narrative. At times it makes the reader appreciate the merits of 
the old-fashioned “ date and fact ” history, in whicli topics are 
dealt with in their chronological order, and the historian’s com- 
ments clearly separated from his statements of fact. Professor 
Macmillan is much more interested in the colour i)roblem of the 
twentieth century than he is in that of the early nineteenth 
century. Ho has done pcrha 2 )s more than any other person in 
South Africa to reveal the actual conditions of poverty, among 
whites as well as natives, in that country, and his history is a 
further contribution to the study of that i)roblem. “ It is still 
commonly forgotten that low-grade labour makes low-grade 
employers,” he remarks on p. 252; “ and in a country where, at 
best, economical and social conditions make the masters them- 
selves but poor and unprogressive, the constant disregard for tlu^ 
interests and improvement of the labourers has reacted disas- 
trously on the whites themselves.” Philip was endeavouring to 
preach the same lesson a century ago. An extraordinary simi- 
larity, to both the problems and the outlook of Africa to-day, is 
revealed. Then, as now, farmers complained of shortage of 
labour, and accused the natives of idleness, because they did not 
flock to work at inadequate wages under servile conditions. 
Then, as now, the native’s need of land could not bo satisfio<I, 
because the farmers’ land-hunger was insatiable, and because land 
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of his own made him less inclined to work for wages. Then, as 
now, the farmers sought the Government’s aid to coerce the 
unwilling native. “ The attitude shown by the colonists ... is 
instructive. One leading characteristic was a profound belief in 
the efficacy, and indeed in the necessity, of restrictions on people 
of colour. ‘ Passes,’ given or withheld by the ‘ master,’ to limit 
and control their freedom of movement, were perhaps the key- 
stone of the arch of the system. Measures for the betterment of 
the coloured races must always be kept in strict subordination to 
the supremo necessity for making their labour as cheap and plenti- 
ful as possible for work on the farms. There must also be pro- 
visions against ‘ vagrancy,’ and ‘ vagabondage,’ and ‘ apprentice ’ 
laws for the better ‘ control ’ of the children.” Philip summarised 
the attitude of his opponents in a sentence : “an excess of 
civilisation may spoil the Hottentots for the service of the Boers.” 
Elsewhere he summarised his policy for the Hottentots ; it is in 
a note of a conversation with Huskisson, which throws light on 
botli men : “ ‘ Tell me in a sentence what you want for the 
Hottentots ? ’ My reply was : ‘ I require nothing for the Hotten- 
tots but the power of bringing their labour to a fair market.’ 
‘ That,’ he immediately added, ‘ is all you require. It includes 
everything else.’ ” The settler's attitude and the native’s need 
are not very different in Africa to-day, wherever the settler 
controls the Government. 

In the Cape Colony, however, the farmers did not get their 
way with the natives; tliat was the chief cause of the trek. 
Pliilip’s influence with the British Government, through his 
Evangelical allies, was great. In succession the English Govern- 
ment imposed upon the colony a series of laws for the 2)rotection 
of slaves, the abolition of slavery, and an Ordinance that safe- 
guarded the coloured people from falling into the condition of 
serfs. Philip and his friends could not secure land for their 
proteges; but they did succeed in establishing their equality 
before the law, before full self-government was granted. The 
Cape Constitution contained no mention of Colour and no vestige 
of a Colour Bar. The importance of this precedent is the lesson 
Professor Macmillan wishes to bring home. ” The Bantu are 
held to be a finer stock than the old Hottentots. Proportionately 
they outnumber the Europeans by little more than did Hottentots 
and other coloured races the Cape Colonists of a century ago. 
But by a slow and devious process the old Cape Colony raised 
even its despised Hottentots to become useful citizens, and, in the 
eyes of Union law, members of civilised society.” 
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For tho setting in which Philip’s career fell, we can turn to 
Professor Walker’s History, No summary can be attempted in 
this case; for Professor Walker has compressed into a single 
volume, with complete lucidity and a god-like impartiality, tho 
history of tho whole country south of the Zambesi from the first 
Portuguese discoveries to the termination of the British South 
Africa Company’s charter in 1924. Moreover, the facts arc 
marshalled and discussed with so much skill and wit that the 
reader has no feeling that tho matter is compressed or the narra- 
tive overcrowded. South Africa has a special interest for econo- 
mists; its history is told here in adequate detail and without 
political or economic bias. There is an association with Professor 
Macmillan’s book, because Professor Walker finds the chief 
interest and theme of South African history, not in the relations 
of Briton and Boer, but of European and native ; a position which 
tho economist also is bound to take. Ho carries further back 
into the eighteenth century the characteristic problem and atti- 
tudes that Professor Macmillan found a century ago. Probably 
in no country arc the problems of to-day so unintelligible by any 
light except that of history. 

IIrnuy Clay 

University of Manchester. 


Les Origines de la Rholution Basse. By Jean Lescure, Pro- 
fesseur a la Faculte de Droit Paris. (Paris ; Kecucil 
Sirey. 1927. Pp. viii -|- 230.) 

Professor Lescure’s book is devoted to an analysis of the social 
structure of Russia before the war. In his first chapter Professor 
Lescure speaks of the legal position of the upper classes (nobility 
and clergy), the middle classes (bourgeoisie and intelligentsia), 
and of peasants and workmen in the eighteenth and nineteenth 
centurie.s. The Leihnotiv of this chapter, as well as of the pnJaee, 
is that the social structure of Russia was in no way similar to 
that of France in 1789, although both were agricultural countries. 
Professor Lescure’s eniphasis of this dissimilarity is particularly 
important in view of the tendency, both in this country and abroad , 
to explain the Russian revolution by comparing the events of 
1789 with the collapse of the Russian Empire in 1917; such a 
comparison requires, however, great caution and delicacy of 
touch. 

“ Russia,” says Professor Lescure, “ like the France of tho 
eighteenth century, is mainly an agricultural country, inhabited 
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by poor peasants ; but the tenure of land is organised on different 
lines : the Mir invests it with a quite special character. The 
Russian peasant is still a .serf in the middle of the nineteenth 
century. Social structure differs from that of France in so far 
as the position of the clergy is concerned. The Russian clergy 
is, on the whole, still undistinguishable from the people. The 
nobility has no authority ; its powers are derived from the Tsar 
and are revocable. There is a nobility, but parentage plays a 
much smaller part in its creation than in the France of the 
eighteenth century. ...” Profe.ssor Lescure distinguishes 
between nobility and aristocracy ; “ ‘ there is a kind of nobility,’ ” 
he says, quoting Leroy-Beaulieii, “ ' but there is no aristocracy.’ ” 
“ The King of France is prirnvs infer parefi ; in Russia he is primus 
‘ tout court.' The clergyman is as poor as the peasants among 
whom he lives, and the clergy as a body does not carry sufficient 
authority to give effective support to a monarchy based upon an 
acceptance of the doctrine of the Divine Right of Kings.” ^ 

The peasantry is the chief object of Professor Lescure ’s study, 
and his description of the hitelligentsia and the working classes is 
fragmentary and incomplete. This is a serious gap in his narrative 
of the social history of Russia, in which the intelligentsia since the 
Decabrist movement, and even before, has played a great and 
important part. 

Chapters II and III deal with the land question in Russia and 
the common law of the peasantry. Based on such authorities 
as Tschuproff, Kulisher, Kaufmann and Maksim Kovalevsky,^ 
these cliapters are not only interesting, but ought to be recom- 
mended to all who study the Russian land question and Russian 
peasant life. In the last two chapters Professor Lescure describes 
the reforms of Alexander II and of Stolyiune; the first of these 
chapters gives us a clear understanding of the liberation of serfs, 
while the second show-s Stolypinc’s great talent for killing the 
remnants of the Mir and ohschina (common ownership of the land 
and peasant self-government) and creating the smallholding 
system in Russia. Stolypine’s plans for emigration to Siberia 
and his ideas, in general, are, in our opinion, over-estimated, while 
the liberation movements of the narodniki and zapadmki, the 
revolution of 1905, the development of trade and industry, the 
growth of a labour movement organised on Western lines, are 
under-estimated, especially in relation to the general background 

^ Pp. 1, 2, 3, 22, 24. 

* M. Kovalevsky’s name is misspelt throughout tho hook, ami it is hoped that 
this will be eorreeted in 8ub.soquent editions. 
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of Russian life before and after the war, and as ferments and 
factors of the revolution of 1917. 

Professor Lescure’s conclusions and his whole estimate of the 
Russian revolution are interesting and original, and contain a 
great deal of truth which is bound to be unpalatable to the 
advocates of the new ideas and methods which were proclaimed 
to the world by the prophets of a millennium born of force and 
autocracy. “The Russian revolution,” says Professor Lescure, 
“ is much more an illustration of the Principles of Population of 
Malthus than of the Capital of Marx.” The origin of the Russian 
revolution, according to Professor Lescure, is the agrarian problem. 
“ The proletarian revolution in Russia was preceded by the 
agrarian revolution, and the Russian revolution is therefore a 
peasants’ revolution, although its lead was taken by the intellectual 
Marxists. . . . This revolution does not authorise Europe to 
rejoice in the success of Marxism.” Professor Lescure’s view of 
Russia’s immediate future and the task confronting her is that 
“ to-morrow, or the day after, Russia must intensify agriculture, 
organise emigration, develop trade and industry . . . and all 
this is impossible without capital.” ^ 

S. P. Turin 


De Omloopssnelheid van liet Geld. By Dk. ^I. W. Holtkop. 

(Amsterdam : H. .1, Paris. 1928. Pp. 215.) 

Dr. HoLTRor’s treatise on the rapidity of circulation of money 
is an example of a type of work which, it is to be feared, we are 
constitutionally incapable of producing in this country. Bibli- 
ographies are deceitful things, and may merely testify to the 
author’s diligence in studying other bibliographies, but no added 
list of authorities -overwhelming as it is in the present case is 
recpiired to bear witness to Dr. Holtrop’s amazing diligencts 
patience and perseverance. The earlier part of the work is 
devoted to tracing historically the growth of doctrine with regard 
to the rapidity of circulation of money; the second part is a 
painstaking analysis of monetary and currency problems with a 
view to the exposition of the author’s own views. Probably the 
first part, with its careful marshalling of different lines of thought, 
will be found the more interesting. Petty, in various passages, 
is regarded as the first to have approached the idea of rapidity of 
circulation. Locke is precise in stating the problem, and almost 
uses the modern phrase when, in discussing how much money 
‘ Pp. iii, vii, 224. 
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may be required to support trade, he says that this proportion “ is 
hard to determine, because it depends not merely on the quantity 
of money, but on the quickness of its circulation. The very same 
shilling may, at one time, pay twenty men in twenty days ; at 
another, rest in the same hands one hundred days together.” 
For the development of ideas on the subject, the most important 
of the early writers was Cantillon, who advanced so far as to 
declare that “ unc acceleration, ou unc plus grande vitesse, dans 
la circulation de Targcnt du troc, vaut autant qu’une augmenta- 
tion d’argent cffectif, jusqu’a im certain degre,” thus making 
increased rapidity of circulation equivalent to an increase in the 
amount of money. Passing over a number of minor writers 
whose views are carefully tabulated. Dr. Holtrop next lays 
emphasis on the services of Thornton in clarifying theory on this 
subject, and finds in him what he calls the “ lirst clear formulation 
of the modern quantity theory ” in these words : ” It is on the 
degree of rapidity of circulation of each, combined with the 
consideration of quantity, and not on the quantity alone, that 
the value of the circulating medium of any country depends.” 
Thornton in his discussion had considered the effect of “ seasons 
of alarm.” In the subsequent development two main lines of 
thought are distinguished, represented by the difference between 
Thornton and the elder Mill, whoso definition was that “ by 
ra])idity of circulation is meant the number of times the money 
must change hands to effect one sale of all the commodities.” 
On the one view rapidity of circulation may be defined as the 
average number of times that the pieces of money change hands 
in a given time ; on the other view it is the average number of 
times money must change hands in order to exchange a certain 
quantity of goods. The descendants of these two lines of thought, 
as also certain non-monetary theories (a-monetaire theorieen) as 
represented by Marx, are discussed, developed and classified, and 
full justice is done to the “ school van Cambridge.” 

Thereafter Dr. Holtrop develops what is in effect a treatise on 
money. Interesting is his discussion of the applicability of the 
theory of marginal value to the case of money, and his con- 
clusion is that “ tlic marginal utility of money — in so far as the 
expression may be used — can never be anything else than the 
marginal utility of the goods which can be obtained for the money 
(p. 92), and that consequently the theory of marginal value is 
not applicable to money, and for the reason that there does not 
exist a valuation of the money alongside of and in addition to the 
valuation of the goods ” (p. 95). Very careful also is his analysis 

1 1 2 



476 


THE ECONOMIC JOURNAL 


[sept. 


of the causes that lead to variations in the need for money, but 
into these and other points it is not possible to enter hero. In 
perusing this very learned and most careful work, one is divided 
between admiration for the Dutch people whose attainments 
presumably justify a Dutch publisher in presenting to them such 
a book for their instruction, and regret that it has not appeared 
in a language which would have opened for it a larger audience. 

Alexander Gray 

Marischal C allege y 
Aberdeen, 


Gruridriss der Sozialokonomik. IX. Abteilung. Zwcite Teil. 

(Tubingen : Mohr. 1927. Pp. vi 526. 25 Marks.) 

The ninth section of tlie Qrundriss der Sozialokonomik deals 
with The social system of Capitalism.” It is divided into two 
parts. The title of the first part (published in 1926) is “ Social 
Stratification in the Period of Capitalism.” It treats of subjects 
such as “ The aristocracy in the period of Capitalism,” “ The 
industrial proletariat,” “ The psychology of anti-capitalistic mass 
movements.” 

The second part describes the gradual emergence from the 
individualism of the early nineteenth centiiiy; the substitution 
of a positive for a negative police conception of State activity 
within the organisation of industrial life. It surveys the attempts 
made by public authorities and voluntary associations to exercise 
conscious control over industrial conditions and industrial 
relations. It traces the growth of a new industrial order. 

There are certain clas.ses in the community, who, socially 
valuable, but weak economically, find it hard to maintain them- 
selves unaided in the competitive struggle. Should the Stati' 
intervene to preserve them ? To what extent is State intervention 
likely to prove effective? Karl Schmidt reviews the various 
legislative measures deemed desirable in Germany in order to 
keep the peasantry on the land and prevent their holdings falling 
into the hands of large proprietors or becoming the prey of com- 
mercial speculation (Bauenischutz'politik). One group of these 
measures is considered in detail by Otto Swart. He examines the 
policy of “ home colonisation ” (hinere Kolonisation). But the 
peasantry do not stand alone. The small craftsman and the 
small shopkeeper clamour for State aid in their struggle against 
the inexorable advance of Capitalism. Theodor Braiicr explores 
the problem of “ the small man ” ; the social grounds for 
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preserving a strong body of “independent” citizens; the 
desirability and the possibility of State intervention (Mittelstands- 
politik). The treatment of the subject is peculiarly German. 
The essay describes at length the economic policy of the mediaeval 
town, emphasising the connection between the mediaeval crafts- 
men and the members of the modem middle class. 

The various agencies (whether deriving their funds from 
voluntary or compulsory sources) which seek to make provision 
for the poor are enumerated and appraised in a learned essay of 
Adolph Weber’s, containing an abundance of historical and com- 
parative information. He considers, too, the obstacles hampering 
the efficient organisation and co-ordination of public assistance 
and private charity {Caritatspoliiik), 

Robert Wilbrandt asks why “ the consumers who, according 
to the Liberal teaching, were the peculiar favourites of Capitalism 
have come to play so strange a part. Busy like moles, it is they, 
not the industrial proletariat, who are the grave-diggers of 
Capitalism.” Yet, vainly seeking for solutions of the familiar 
difficulties which face the Co-operative movement, Professor 
Wilbrandt leaves us wondering “ whether those who have failed 
to make good, as individuals in the competitive struggle will have 
to admit failure also when acting in co-operation ” (Konsum- 
vereinspolitik). 

W. Wygodzinski and V. Totomianz have written a compre- 
hensive account of the growth of “ Co-operation,” the types of 
Co-operative Association and the adaptation of Co-operative 
principles to suit the particular requirements of dillerent countries 
{Gen ossenschaftsivese n ) . 

The bulk of this second part is devoted to an examination of 
the various measures found necessary in the industrialised 
countries to regulate private enterprise and reconcile the conflict 
between considerations of private advantage and public welfare. 
The problem of social relationships in industry and the different 
forms of social legislation are handled in three lengthy, well- 
balanced and elaborate chapters. The treatment of the various 
subjects is historical, descriptive, concrete, though the selection 
and presentation of the data submitted would seem occasionally 
to be influenced by Marxian feeling. Professor Lcderer and Dr. 
Marschak have had to work through a formidable accumulation 
of material. They are to be congratulated upon their joint 
contribution. Trade Unionism, Unemployment, Arbitration, 
Industrial Councils, Factory Legislation, Regulation of Wages 
and Social Insurance (this last handled by Professor Lederer 
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alone) arc the main subjects of a most valuable comparative study 
which English readers should find peculiarly useful. 

J. Lemberg ER 

J’Ac Universitij, 

Belfast. 


Absntzmaiigel uml Arbeit slosigk fit als Dauerzustand. By Dr. Otto 
Conrad. (Vienna : Holder-P.-T. 1927. Bp. 1*04. 3m.) 

Dr. Otto Conrad’s broehiirc is an attempt to explain on 
theoretical grounds the apparent ])ermanence (Danerznstand) of 
unemployment {Arbeit fdosiglce it) and tlie lack of markets (Absatz- 
liiangel) in most European countries to-day. 

The first section finds tlic immediate cause to be a raising of 
])rioes above that “ natural price ” where all the goods produced 
by the full employment of the means of production would find 
markets. This section was originally publislied in the Oester- 
reichischen VoJkstvirt (July-August, 1925) and initiated, appar- 
ently, a fierce controversy. Dr. Conrad maintains that prices 
standing above the natural price arc due to tlu^ efTorts of all 
classes of producers (the proletariat and the salariat no less than 
the entrepreneur) to raise their rates of pay. He takes as an 
illustration an increase in the wages of bakers unaccompanied 
by any increase in the demand for their services, and attacks 
Professor Philippovich’s contention that such an increase, followed 
by a rise in the price of bread, merely substitutes additional 
purchasing power {Kaufkraft) on the j)art of the ])akers in place 
of that of former consumers. 

This view, as Dr. Conrad says, is widely held to-day, and he 
suggests that the low estimation in which theory is held among 
practical business men is not to be wondered at when pro})lems 
of such importance arc left without a clear and incontrovertible 
solution. But we are not certain that Dr. Conrad’s treatment 
makes it any clearer. He uses a simplified diagram in which 
bakers, bread consumers, and “ other ” WT)rkers arc denoted by 
letters, and the fact that a rise in the price of bread diverts income 
from “ other ” workers to bread workers is shown by dotted lines. 
This income transferred from one industry to another represents 
equal purchasing power, but the rise in the price of bread inflicts 
an uncompensated loss, in Dr. Conrad’s view, upon the original 
bread consumers. 

Here the diagrammatic representation leads one astray i>^ 
distinguishing under separate letters K the consumers and B tlie 
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bakers. After all, B are part of K; bakers, presumably, are not 
80 sick of the smell of bread that they do not eat some them- 
selves, or at least allow their families to do so. And if and when 
they and their families are satiated with bread, they will buy more 
of the sort of things made by the “ other ” workers that the 
original consumers (K) bought. Dr. Conrad’s dotted lines fail 
to indicate these complications. Nevertheless lie presents force- 
ful arguments in the over-simplified “ other things being equal ” 
manner, against the theory that a rise in wages is bound to create 
new markets irrespective of a rise in productivity. 

The more important intermediate causes of economic paralysis 
which Dr. Conrad points to in his second section are the policy of 
isolation and tariff walls pursued by separate States, the disturb- 
ance of the “ technical apparatus ” and organisation of industry, 
and the decrease of efficiency of labour attributable particularly 
to the eight-hour day and the reduction of the intensity of work. 
Dr. Conrad has no difficulty in overwhelming the theory which 
he attributes even to Professor Philippovich, that a shortening 
of hours implies the employment of a proportionately greater 
number of persons, but he does not produce much statistical or 
other evidence that the eight-hour day has, in fact, reduced effi- 
ciency, or that the intensity of work is actually less than before the 
war in Austria or elsewhere. 

In the last section of his booklet Dr. Conrad finds the ultimate 
cause of economic paralysis to be the disturbance of the com- 
munity of interests (W irtschaftsgcmeinschaft) through the spread 
of socialism— and liberalism ! Socialism and liberalism agree in 
putting personal interests above that of the community and the 
State. The only difference between them is that one advances 
the interests of the wage-earners, the other that of the employers. 
Against such a policy Dr. Conrad pits the words of Mr. Henry 
Ford, the work of Councillor Breitner in the Administration of 
Vienna, and the dccd.s, or at least the acts, of Benvenuto Mussolini. 
True, at the time Dr. Conrad was writing (October 192G) the 
number of unemployed in Italy was, according to the London and 
Cambridge Economic Service^ only 89,000. At the present moment 
(March 1928) it is, according to the same source, 439,000. Can 
Dr. Conrad be certain that in spite of the Fascist regime of State 
control, this heavy and steadily increasing Arbeit slosigkeit is not a 
Dauerzustand ? 


P. Sargant Florence 
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Libemlismus und Protektionismus in der englischen Wirtschafts- 
politik seit dem Kriege. By Dr. Charlotte Leubuscher. 
(Jena ; Gustav Fischer. Pp. 224. 10m.) 

Visiting England in 1924 and again in 1925 on social studies 
bent, Dr. Leubuscher was impressed by the new currents of 
opinion which were flowing in economic and political circles, and 
realised that certain long established fiscal axioms and postulates 
were being subjected to searching scrutiny and criticism. What 
she saw and heard convinced her that the last of the old 
“ Liberalistic ” traditions were being seriously challenged, and 
that “ Protectionism ” had again raised its front, this time with 
the determination to settle accounts more summarily with 
“ individualistic economy.” Hence her resolve to make a 
systematic inquiry into what was happening in this country, and 
the publication of this careful and conscientious statement of the 
results. 

It is probable that many English readers of Dr. Leubuseher’s 
study will gain new and startling impressions of the revolution in 
economic and fiscal policy which dates from the outbreak of the 
war and has made steady progress ever since. Special attention 
is given in these pages to the protection given to “ key,” new and 
threatened industries by the erection of tariff barriers and the 
grant of 8tatc subsidies, the export credits scheme, the guarantees 
under the Trade Facilities Acts, assisted migration, trade mark 
legislation, the somewhat one-sided system of Imperial Preference, 
the policy of Empire development, and the fostering of Empire 
trade by investigation, scientific research and the grant of public 
money. In surveying all these questions the author has evidently 
gone to infinite pains, and her study of Parliamentary and other 
reports and papers, official and non-official, must have been a 
great trial of courage and patience. 

In her conclusions and judgments, too, she show's a keen eye 
for essential facts, and an unerring perception of the possible 
dangers as well as the promise of the “ new course ” which 
England is following. To take an example, not a few critics of 
present-day reorientations in imperial matters, who readily 
recognise the necessity for facing new tasks with improved 
methods, and of applying to hitherto unsolved problems untried 
solutions, may see in the following reference to the implica- 
tions of Imperial Preference the confirmation of their own 
apprehensions : — Viewed economically the way of Imperial 
Preference implies for England, for an indefinite time, a policy oj 
giving. The question how far England will go depends upon how 
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far she is prepared or compelled to make economic and financial 
sacrifices for the maintenance and strengthening of the Empire.” 
The question here raised is one of immense moment. Obviously 
the “ policy of giving ” cannot be carried wisely beyond certain 
limits, and the danger point might be reached if the result were 
to impose any unreasonable burden upon the mother country, 
handicapped so heavily as it is already by the existing liabilities 
of Empire, the vast preponderance of which falls upon its shoulders. 
Wo have got to duties on many food stuffs already; shall we go 
further, and is the road wo have entered safe at all ? The great 
fear is lest the effect of the “ policy of giving ” should be to weaken 
the attachment to the Empire of the mass of the working-class 
electorate, so provoking a revulsion of sentiment similar to that 
which occurred in the middle of last century. It would have been 
interesting if Dr. Leubuscher had extended to this important 
aspect of the question her survey of party attitudes to imperial 
policy. Altogether her book is a notable and meritorious piece 
of work. 

W. H. Dawson 

Vom W irtschaftshrie^ zur Wirtschaftskonfereyiz, By Dr. Bern- 
HARD Harms, Professor of Kiel University. (Jena : Gustav 
Fischer. Pp. 359. 15m.) 

In this volume Professor Harms has collected a number of 
lectures and addresses on different aspects of world-economy 
which were delivered by him between 1916 and 1927. The 
earliest and on the whole the most important goes back to 
October 1910. It is entitled “ The Future of World Economy,” 
and was spoken in the Prussian House of Deputies to a crowded 
audience, consisting largely of Ministers of State, members of 
Parliament, State officials and military officers — a sort of informal 
economic council of war — but publication was not allowed by the 
censor at the time on account of its outspokenness, and only now 
does it sec light. There is nothing very heterodox, but on the 
contrary much that is extremely sane, in Harnivs’ doctrine of 
world-economy as expounded intra rnuros during the war. What 
he told his hearers in 1916 was, in substance, that international 
commerce should bo made as free from restraints as possible, that 
the ideas of self-contained economic units, exclusive trading, 
and mercantilistic heresies of all kinds, w'ere impracticable in the 
modern world, and that whatever measures of attack and reprisal 
the belligerent nations might adopt against each other’s trade 
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during Wcar-tiinc, they would be sure to break down under the 
pressure of circumstances, and particularly of self-interest, 
directly the world returned to reason. 

It is creditable to Harms, then something of a voice crying in 
the wilderness, that he ventured to utter unpalatable truths of 
tliis kind at a time when he and his countrymen pretty generally 
still conrulently counted on victory, refused to anticipate the 
possibility of even a peace of attrition, and spoke of a peace of 
compromise as tantamount to defeat. Much water has run down 
the Thames, the Seine and the Sj^ree since then. A year or so ago 
we saw the spectacle of a body of economic experts of the Old and 
Ni‘w Worlds reasoning together upon the question whether the 
real cure for the devastation, chaos and unsettlemcnt wrought by 
the war must not be found in a policy diametrically opposed to the 
ideas embodied both in the German programme of a closed 
“ Mittel-Europa ” federation and the Resolutions of the Paris 
Economic Conference of June, 1010. Harms may fairly congratu- 
late liimsclf that the very men who passed the Paris Resolutions 
are to-day foremost in preaching the doctrine of the world’s 
“ economic solidarity ” and in giving practical effect to it. 

Ill the other chapters of the book the author emphasises the 
ideas for which he vainly sought acceptance early in the war, and 
particularly in the last chapter, which relates to the origin of and 
the j)reparations for the Economic Conference of May 1927. 
Citing a speech made in the House of Commons on November 17, 
1914, in which Mr. Lloyd George predicted that after the war 
England woidd have no important competitor in foreign markets, 
with the exception of America, he points to the very different way 
in which events liave shaped themselves, proving once again that 
the trade and prosperity c^f the world bang together, that nations 
arc interdependent, and that the more advanced the economic 
development of an individual country becomes, the greater 
becomes also its stake in the welfare of its neighbours. Professor 
Harms’ lectures run to great length, they arc not quite as romantic 
as novels by Ethel Dell arc said to be, but they are models of 
clear thinking and vigorous utterance. 

W. H. Dawson 


Ruhrbcselzimg und Weliwirtscliafl, Edited by Professor Dr. 
Ernst Schultze. (Leipzig : G. A. Glocckner. Pp. 256. 
14m.) 

This is one of the publications of the Institute for World 
Economy attached to the Leipzig Commercial College, and 
consists of a collection of twenty-three essays describing and 
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appraising the reactions of tlie French occupation of the Ruhr 
district in almost as many separate countries, and its influence 
upon international commerce and finance generally. In choosing 
his collaborators the editor had in mind the need for the objective 
treatment of the subject, and it may be said at once that the 
contributors have without exception succeeded in keeping clear 
of controversy, whatever qualifications may have been at the back 
of their minds. One turns first with natural curiosity to what 
Mons. G. II. Bousquet (forjiicrly Si^crctary of the Austrian 
Financial Control Commission), tlie reporter for France, has to 
say on the subject. He frankly admits tliat the Ruhr occupation 
“ seriously endangered the economic equilibrium of Europe ” — 
“ worsened ” might be a truer term, as that equilibrium was 
disturbed already — since it paralysed one of the ])rincipal centres 
of the coal, iron and steel industries; but ho contends that from 
the standpoint of France the occupation was attended by “ relative 
success,” and that the pessimistic forebodings to which it gave 
rise were not on the whole justified. lie asserts that as a 
financial transaction the adventure did not pay its expenses in 
1923, but that it covered them and gave something over in 1924, 
though not as much as was expected. Nevertheless, he docs not 
believe the occupation, if prolonged, would have proved cither 
financially or economically advantageous, because of the resulting 
political frictions and the condition of economic instability which 
it occasioned in Franco and all other countries. In other words, 
whatever the direct advantages it yielded, they were neutralised 
by harmful consequences of an indirect kind. The writer's 
conclusion that the Hawes plan is a better arrangement for France 
is indisputable, but it is strange that in drawing up his balance 
slieet he should have ignored a very important item on the debit 
side. The occupation was the Ia.st straw that broke the German 
camel’s back, and it made necessary the Dawes scheme, with its 
liberal scaling down of the reparation payments. How large a 
part of the resulting gain to Germany represents loss not merely 
to France but to those of her late Allies who, though taking no 
active share in the Ruhr adventure, have to bear the larger part 
of the expenses ? 

In a guarded chapter on the efTects of the Ruhr occupation on 
Great Britain and the British Dominions Professor J. Bustecd, 
of Cork, says that while the immediate effects were beneficial to 
the coal, iron and steel industries, damage was done to general 
trade, the w^oollen trades in particular suffering greatly, owing to 
the sharp rise in the cost of raw materials. Moreover, great loss 
was caused by the disastrous collapse of the mark, and the 
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sympathetic depreciation of other continental currencies. For 
the Dominions the occupation was an unmixed evil, since 
they were compelled to pay largely increased prices for coal and 
iron and steel products, while their export trade was impaired 
by the restriction of the purchasing power of continental buyers. 

Reporting for the United States, Mr. Guy Greer, of New York, 
says that the Ruhr episode had little effect upon the total pro- 
ductive activity of American industry, but by throwing back the 
economic recovery of Europe it made continental countries more 
than ever America’s debtors, though he does not venture to 
estimate to what extent. He puts the matter forcibly thus : 
“ It was as if in the course of rebuilding a house after a disastrous 
fire, someone set fire to the tools and materials available for 
reconstruction.” His final judgment is that ‘‘ opinion in America 
has been and probably will remain divided as to whether the 
operation {i.e. the occupation) was politically necessary, but there 
can be no doubt that economically it was a disaster.” 

It may be added that the editor makes a somewhat ambitious 
attempt to estimate the effects of the Ruhr escapade for “ world 
economy ” as a whole. Inevitably guess-work plays a large part 
in his survey, as when he ventures to express the effects in money 
values. Thus he estimates the aggregate loss to Germany and 
the other countries affected at any sum between 750 and 1000 
milliards of pounds sterling. 

W. H. Dawson 


Die Kapitalexpansion der Vereiniglen Staaten in Lateimmierika. 
By Dr. H. T. Collinos, Professor of Economics, University 
of Philadelphia. (Jena : Gustav Fischer. Pp. 24.) 

It is the purpose of this brochure to trace the progress of the 
financial and commercial predominance which the United States 
have asserted during late years in the Latin countries of America. 
The movement began after the war with Spain in 1898, and was 
consummated by, and as the result of, the Great War. Dr. 
Collings assures us that America has really had this distinction 
thrust upon her. She had no wish to meddle in either international 
finance or politics, but circumstances were stronger than lier 
modest wish to live and prosper unnoticed by the rest of the world. 
He is disposed to replace the maxim that “ trade follows the flag ” 
by “ trade follows investment,” and ho can point to Cuba, Mexico, 
Brazil, Chile and other Latin countries in justification ; for great 
as have been America’s loans to these States, the money has conic 
back to American industrial works in payment for railway material, 
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electrical, mining, agricultural and other machinery, and manu- 
factured articles of all kinds, and much of the enterprise which has 
been financed by American money is altogether in American 
hands. He has to admit, liowever, that a subtle form of political 
penetration has taken place where borrowing States have been 
slow to pay interest and capital when due, and he says frankly 
that he does not like the practice of foreclosing and collecting 
customs duties, which has been followed in the case of certain 
of the weaker Central American republics. “ But,” he asks, 
“ what other policy should be followed in such cases ? Should we 
refuse credit to the republics which arc in arrears with their 
payments? If w^e did they would simply go elsewhere for 
money — perhaps to Europe.” It is impossible not to sympathise 
with Dr. Ceilings in his dilemna. We in England likewise have 
experience of States which refuse to meet their just engagements, 
though well able to do so. What we do in such cases is to scale 
down the existing debts generously at the expense of the tax- 
payers, who considerately proceed to lend the debtors more 
money. 

W. H. Dawson 

Prospettive Eroiioniiche, A nno Ottavo, 192S. By G iorgio Mortara. 

(Universita Bocconi, Milan. Pp. 534. 40 lire.) 

Tills is the eighth of Professor ^lortara’s valuable series of 
annual surveys and forecasts of world economic conditions. The 
method adopted is to set out and discuss a number of international 
tables of production, consumption, fondgn trade, etc., in recent 
years for each of the principal commodit ies of world trade, includ- 
ing transportation and hydro-electric ])ower; then to treat more 
shortly of the Italian position in ])articular; and, lastly, to make 
a forecast of jirice movements and production in the immediate 
future. This volume thus makes a very useful companion to 
compilations of statistics such as arc produced by the Secretariat 
of the League of Nations, for not only are many sugg(*stivc com- 
parative tables provided which arc not to be found elsewhere, but 
there is a considerable amount of comment on and deductions 
drawn from the figures given, which greatly enhance their value. 

It is impossible to review in detail all the many topics dealt 
with in so bulky a w’^ork, but some observations may be made on 
the section on the grain trade. The author gives an interesting 
summary of the different reasons adduced for the decrease in 
the exportation of wheat from Russia, in spite of a series of good 
harvests recently and a total })roduction approximately up to the 
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pre-war level. He comes to the conclusion that the most important 
causes are to bo found in the rise in the standard of living and, 
therefore*, in consumj)tion by the peasants themselves; in the 
rc[>l(*nishment of exhausted stocks ; and in the reconstitution 
of tlie live-stock population of llussia. r)es])ite the smallness of 
the actual export Jigures, he holds that llussia is a most important 
potential factor in the European grain situation, since in the event 
of a shortage in the rest of Europe, and consequent high prices, 
very considerable quantities could be drawn from Russia.. 

In referring to the output of cereals in Italy, Professor 
Mortara points out that more than a quarter of the cultivated 
area of Italy is under cereals, and draws attention to the extent 
to which these crops are grown under unfavourable conditions in 
high Alpine valleys and in the arid regions of the south and of the* 
islands. Neverthele.ss, on the average of the years 1925-6 then* 
was a net import of cereals of all kinds, valued at 750,000,000 gold 
lire (JC30,000,000). The author adds sadly that this sum “ measures 
the heavy burden imposed on the Italian economic system by thi5 
importation of foreign cereals.” It is surely surprising tliat an 
economist of the distinction of Professor Mortara should have 
allow(‘d himself to be so far ca 2 )tured by the nco-merea!itilism 
(d Signor Mussolini that ho can regard as a burden, on econoniic 
grounds, the fact that, in s|Hte of protective duties on wlieat, 
comparative costs should make it more profitabk* for Italy to 
export motor-cars and silk manufactures and tlu'rewith to l)uy 
eheaj) American wheat, tlian to produce it all at home under 
conditions of even greater real cost than those which at j)resent 
prevail. The general conclusion on the world price* of wlu'at is 
that, although total consumption is increasing, produclion in 
lairope and (*lsewhere is still ex 2 )anding and, in the absence of bad 
harvests, shows no tendency to diminish, even in the face of a 
world-wide de])res.sion of farming profits. The thrice of wheat in 
the near future is thus more likely to go on falling than to rise. 

Where so much has been jirovided it may .seem ungrat(‘ful 
to ask for more, but it is inq^ossible not to wish that Prof(*s.s()r 
Mortara, with all this wealth of material at his command, had 
devot(‘d some jiages to a general discussion of the causes and efTects 
and probabk? duration of a jihenomenon of great importance to bo 
found in practically all countries — the disi)arity between tin* prices 
of most manufactured articles and the jirices of most raw materials, 
and especially of food-stufTs. 

C. W. Guillebaud 

St. John's College, 

Cambridge. 



NOTES AND MEMORANDA 

The United States Balance of Trade in 1927 

The Balance of Intermtional Payments of the United States in 
1927. By Ray Hall, witli a Foreword by Herbert 
Hoover. (United States Department of Commerce Trade 
Information, Bulletin No. 552.) 

The condensed Balance Sheet for 1927 as comi)ared with 
1920 is as follows : 



Claims 

Claims 



(5 millions.) 

from 

to 

Ditference. 


Foreigners. 

Foreigner,s. 




11)26. 

1927. 

1926. 

1927. 

1926. 

1927. 

Inco.mh Account. 







Morchandisc, Silver, etc. 

5,010 

5,037 

4,744 

4,489 

1 266 

-1-548 

Transport Cluir^cs 

106 

229 

188 

172 

i- B 

+ 57 

Tourist Expenditures 

142 

153 

709 

770 

-667 

-617 

Interest .... 

7,45 

795 

268 

281 

-! 467 

-} 514 

War Debt Rec eipts 

195 

206 

— 

— 

1 195 

-f206 

Tinniigrant Remittances 

35 

35 

253 

211 

-218 

-206 

Charitable and Missionary Con- 







tril)ution.s .... 

.... 

— 

46 

43 

- 46 

- 43 

Other Items (Insurance, Royal- 







tie.s, etc.) .... 

245 

256 

219 

216 

1- 26 

1 40 

Total on Income Account 

6,558 

6,711 

6,427 

6,212 

1 131 

t 499 

C.vpiTAL Account. 







New American Investments 







abroatl .... 

— 

— 

1,357 

1,648 

-1,357 

-1.618 

Repayments and Resales on 







previous American Invo.st- 







mc*nts abroad . 

659 

767 

— 

— 

4- 659 

! 767 

Fiireign Investments in U.»S. 







(not) .... 

94 

210 

— 


{ 94 

i 210 

Increase or Decroa.se in m^t 







Debt of AnuMican Banks to 







Foreigners 

359 

200(?) 

-- 


1 359 

1 200 

Dold Shipped or earmarked 







(uot) .... 

— 

166 

72 

— 

72 

i 1 66 

Total on Capital Account 

1,112 

1,343 

1,429 

1,618 

: - 317 

305 

Di.s(Tepancy due to inaccurate 







figures .... 

„ 


— 


- 186 

1 191 


Generally speaking, the Report is drawn up on the sanu' lines 
in previous years, but the following points are worth noticing . 
(1) As in previous years, the net balance of new long-term 
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foreign investment by the United States is decidedly smaller than 
is generally believed — probably, indeed, somewhat less than 
Great Britain’s. In 1927 the gross total shown is $671,000,000. 
But if we ta.k(’i off from this the gold shij^ped or earmarked, and 
an estimated figure of $200,000,000 for the increase in the net 
debt of American banks to foreigners, the true net figure comes 
out at $305,000,000. The corresponding figure for the previous 
year was $317,000,000. Thus the net American balance available 
for new foreign investment in 1927 was about £61,000,000 as 
compared with a corresponding balance of about £96,000,000 in 
the case of Great Britain. 

(2) In the official return no figure is inserted this year for the 
change in the net debt of American banks to foreigners. ^ This is 
due to a somewhat surprising breakdown of the questionnaire on 
the basis of wliich figures were given for previous years. It seems 
that on this occasion the result of the questionnaire was to show 
an increase of $1,000,000,000 in the net debt of American banks 
to foreigners, a figure which appeared quite incompatible with all 
other indications. Tlie matter was accordingly lookcid into more 
carefully, with tlie result tliat such very large errors were found — 
the discrepancy between the balances reported at the end of 192r) 
and those reported at the beginning of 1927 alone accounting for 
an error of some $300,000,000 — that it was decided to ignore the 
results of the questionnaire altogether. Mr. Hall considers, 
however, that it would be compatible with general indications to 
assume an increase of $200,000,000 in the net indebtedness. He 
does not seem to have abandoned the estimates for previous yea i s 
of the changes in the international banking account based on tla^ 
same questionnaire. But it Avould certainly seem that previous 
results also should be held in grave doubt until the questionnaire 
has been put on a new and better basis. The breakdown 
illustrates the extraordinary difficulty of getting even approxi- 
mately correct estimates on this important matter. It also leads 
one to doubt whether the e.stimates as to movements of long- 
dated investments by purchase and sale ot herwise than in the new 
issue market are to be held as reliable. The gross figures of these 
are now so gigantic that even small percentage errors in the gross 
might result in serious errors in the net. 

(3) There is the usual intere.sting estimate as to the expenditure 
of American tourists abroad. The estimate is based on the 
assumption that the extravagant rich ” spend $6,000 per trip 

^ Tn the ta))lo printed above I have inserted $200,000,000 for the reasons 
Riven below. 
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and other tourists from $1,800 down to $500 in the case of students 
and school teachers, leading up to an estimated average of $1,254 
spent per person. On this basis the leading countries of 
expenditure came out as follows : 


Canada . 

France . 

United Kingdom 
Italy 

Switzerland 


. $197,000,000 

. $190,000,000 

. $40,788,000 

$31,250,000 
. $15,000,000 


There are said to be about 4,000 Americans residing more or less 
permanently in Paris. The total expenditure by the “per- 
manently departed ” out of incomes derived from the United 
States is estimated at only $30,000,000— which seems surprisingly 
low. 

(4) Immigrant remittances from the 15,000,000 foreign-born 
residents in the United States seem to be falling and to be less than 
is commonly supposed. The figure for 1927 is put at $241,000,000. 

(5) It is interesting to note that it is now considered a slight 
ofTence against decency to publish separate estimates of the value 
of smuggled liquor, smuggled cocaine and morphia, the under- 
statement of imports to evade duties, and losses by bad debts in 
foreign trade. Accordingly, all these dubious items are this year 
lumped together in the comparative decency of a single figure 
($189,000,000). The dreadful details will only be known in 
future to the oflicials. 

(0) The total foreign investments of the United States are 
now estimated at something between $11,500,000,000 and 
$13,500,000,000. A new estimate has been made as to the level 
of British investments in the United States. Mr. Hall estimates 
that the pre-war British long-term investments in the United 
States at the outbreak of war totalled about $2,700,000,000 
— which compares with Sir George Paish’s old figure of 
$3,500,000,000. Mr. Hall thinks that the corresponding total at 
the end of 1927 was about half the pre-war total, namely, 
$1,360,000,000. 

(7) The payments received by the United States in 1927 
on account of war debt payments amounted altogether to 
$200,000,000, of which $160,000,000 came from Great Britain. 

J. M. Keynes 


K Iv 
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The French Stabilisation Law 

The new Law fixing the French franc in terms of gold and 
making various otJier new provisions, which came into force on 
June 24, is set out hclow. The gold value fixed for the franc, 
which is equivalent to 124-21 francs to the £, was in accordance 
with expectations, being no more than a recognition of the de 
facto situation. Certain other provisions of the law, however, are 
unexpected. In particular, reserve provisions are laid down for 
the Bank of France on lines considerably different from those 
which have prevailed in France hitherto. The traditional 
French system has been to fix a maximum for the note issue from 
time to time, but to make no particular arrangements as to tlio 
amount or j)roportion of gold to be held against it — an arrange- 
ment in favour of which there is in modern conditions a great deal 
to be said, especially if tl\e maximum is suitably varied from time 
to time. By the new Law, however, the Bank of Franco is 
required to conform with the new fashion of holding a rigid per- 
centage gold reserve. This percentage is fixed at 35 per cent, and 
applies not only to the notes in circulation, but also to the Bank 
of France’s current deposits and other sight liabilities. The result 
of this provision is to lock up irrevocably something approaching 
£200,000,000, the effective gold reserve of tlic Bank of Franco to 
meet a foreign drain or for any other purpose being such amount 
as the Bank may hold in excess of this figure. 

It is interesting to note that the new Law also does away with 
the last remnants of the traditional bimetallism of Franco. The 
old five -franc pieces are to be demonetised and melted down, and 
silver will ]')lay no part in the future currency arrangements of 
the country. 

The text of the Law, slightly abridged, is as follows : -- 

Article 1. — The provisions of Article 3 of the Law of 
August 5, 1914, provisionally fixing the value of notes issued 
by the Bank of France and the Bank of Algeria, are annulled. 

Article 2. -The franc, the French monetary unit, consists 
of 65-5 milligrammes of gold, 900/1,000 fine. Payments in 
gold francs of the former denomination, which were arranged 
in earlier agreements, are not affected. 

Article 3. — The Bank of France undertakes to convert 
its notes into gold at sight and on demand. It can do this 
either with legal gold currency or with gold bullion at the 
rate of 05-5 milligrammes, 900/1,000 fine, per franc. Pay- 
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mcnts of gold may be limited to the liCcad office of the Bank, 
and to minimum quantities agreed upon with the Minister 
of Finance. Conversion will be effected by the Bank of 
Algeria under similar conditions. The Bank of France will 
buy gold at its head or branch offices at the rate of one franc 
per 65*5 milligrammes of gold, 900/1,000 line, witliout 
deducting interest, but it may deduct mint cliarges. Assay 
charges will be borne by the seller. 

Articljs 4. — The Bank of France will keep a reserve of 
gold bullion and coin worth at least 35 per cent, of the 
combined total of notes in circulation payable to bearer and 
of the credit balances of current accounts. Existing legal 
limits on the note issue are abolislied. 

Article 5. — ^The Mint will strike 100-franc gold coins, 
000/1000 fine, within a margin of accuracy of one-thousandth 
by value and two-thousandlhs by weight eitluT way. These 
coins will be unlimited legal tender. 

Article 6 . — The date and other conditions of the general 
issue of gold coins by the Currency Office will be fixed by 
Government decree. In the rneanwdiile, coins will be struck 
only by the Bank of France, and the minting charge will be 
40 francs per kilogramme of gold, 900/1,000 fine. 

Article 7. — ^To take the place of the Bank of Franco 
5-franc, lO-franc, and 20-franc notes, which wall be with- 
drawn from circulation Ixffore Decemlxu’ 31, 1032, and wdll 
then cease to be legal tender, the Currency Office will strike, 
on the account of the State, silver coins of the nominal value 
of 10 francs and 20 fraiic.s, 080/1,000 line. Those must not 
exceed a total value of three milliards of francs. (This 
article, which has already bemi amended by the Finance 
Committee of the ('hamber, originally provided for 5-franc 
pieces instead of 20-franc pieces.) Tlu^ typi's of the new coins 
will bo fixed by special decree. No individual will be com- 
pelled to accept more than 250 francs in silver coins. One- 
third of the proceeds of the minting of silver coins will be 
paid at the end of each Budget period into a fund for the 
upkeep of the coinage. The other two-thirds will be disposed 
of as arranged in the new Convention betAVTcn the State and 
the Bank of France. 

Article 8. — Chamber of Commerce tokens will be taken 
out of circulation as they come in, and coins of the same 
denominations will be issued by the State in their stead. 

Private individuals need not accept more than 50 francs worth 

kk2 
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of aluminium-bronze alloy coins, or more than 10 francs 
worth of nickel or bronze coins. 

Article 9. — All earlier gold and silver currency will 
cease to be legal tender on the date of promulgation of the 
present law. 

Article 10. — Stocks of gold and silver, held by banks 
which have been granted powers of issue in Colonies and 
Protectorates where the franc is legal tender, will be revalued 
on the new monetary basis. The Minister of Finance is 
authorised to settle with such banks the conditions under 
which the State will receive credit for the resulting surplus. 

Article 11. — Deposit accounts opened with the Central 
Treasury Fund by the Minister of Finance on December 17, 
1920, are abolished. Article 104 of the Law of April 19, 
1926, is withdrawn except as regards specially authorised 
accounts. The provisions of the present Law will come into 
force on July 1, 1928. 

Article 12. — The Law of the 17th Germinal, year XI. 
and subsequent laws, controlling the minting and issue of 
money and the export of currency are withdrawn. 

Article 13 approves the new Conventions between the 
State, the Bank of France, and the Caissc Autonome, by 
which the Bank of France undertakes to revalue in francs 
the stocks of gold in France, gold and reserves abroad, and 
silver which are shown in its weekly statement. It will also 
revalue in francs the bills bought by it from the Treasury in 
virtue of previous Conventions, and the gold, silver, and bills 
acquired in preiiaration for stabilisation. The surplus 
created by these revaluations will be used to redeem the 
outstanding temporary advances of the Bank to the Treasury, 
which will therefore be freed from its existing debt to the 
Bank. Treasury bonds held by the Bank under the agree- 
ment of February 3, 1927, which represent advances to 
foreign Governments, and are in fact composed by the 
Russian debt, will cease to bear interest for the Bank, and will 
be taken over and paid for gradually by tlic Caisse Autonome. 

As soon as the new law is promulgated, the Bank of 
France will place a sum of three milliards of francs, free of 
interest, to the credit of the Treasury account. It will 
receive in return a Treasury bond of the saine value, due for 
payment at the expiry of the new Convention on December 
31, 1945. The Bank will be free to purchase short-dated bills 
for foreign issue banks in account with it. Its stock of silver 
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coins will be held by it for the present and will be transferred 
to the State as required for conversion into the new silver 
coinage. 

The Convention between the State and the Caisse Auto- 
nome provides for the transfer to the Treasury of the claim 
on Soviet Russia. If the Russian bonds are not redeemed 
by December 31, 1945, the outstanding balance will be paid 
by the State. The Convention between the Caisse Autonome 
and the Bank of France also provides for the liquidation of 
the Russian bonds. Article 13, as amended by the Finance 
Committee of the Chamber, also has a clause to increase 
permanent advances to the State by two milliards in order to 
provide credits for agriculture, housing, and social services. 

The first weekly return of the Bank of France (for June 25, 
1928) in its new form showed in terms of sterling the following 
gigantic total of gold and foreign currency assets, which is more 
than three times the gold holdings of the Bank of England : — 

£ 

Gold coin and ingots .... 233,000,000 

Cash available at sight abroad . . 1 29,000,000 

Forward foreign exchange purchased . 79,000,000 

Negotiable securities bought abroad . 87,000,000 

£528,000,000 

Since June the forward foreign exchange purchased has been 
running off and has been mainly replaced by other forms of 
foreign assets and of gold, the figures of August 16, corre- 
sponding to the above, being as follows : — 

£ 

Gold coin and ingots .... 244,000,000 

Cash available at sight abroad . . 117,000,000 

Forward foreign exchange purchased . 49,000,000 

Negotiable securities bought abroad . 125,000,000 

£535,000,000 

It would seem possible that the part of the reserve held in 
gold has not yet reached as high a figure as the Bank would like. 
In any case, it is clear that the provisions of the new French Law 
are of a kind to confirm the anxieties of those who have been 
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anticipating that the supply of monetary gold might be inadequate 
to the requirements of the world after the general return to the 
Gold Standard. It is evident that if every country were to lock 
away 35 per cent, of the sight liabilities of its State Bank and then 
to hold some substantial amount in excess of this in order to feel 
comfortable, there would bo a steady deflationary pressure which, 
failing wiser courses, might continue over a long period. At any 
rate the future of gold now lies in the hands of the Bank of 
France as well as in those of the Federal Reserve System. 

J. M. K. 


Currency and Bank Notes Act, 1928 

The following is the text of the now Act as finally passed into 
law. 

An Act to amend the law relating to the issue of bank notes by 
the Bank of England and by banks in Scotland and Northern 
Ireland, and to provide for the transfer to the Bank of England 
of the currency notes issue and of the assets appropriated for 
the redemption thereof, and to make certain provisions with 
respect to gold reserves and otherwise in connection with the 
matters aforesaid and to prevent the defacement of bank 
notes. [2nd July 1928.] 

1. — (1) Notwithstanding anytliing in any Act- - 

(а) the Bank may issue bank notes for one pound and 
for ton shillings : 

(б) any such bank notes may be issued at any place out 

of London without being made payable at that place, 
and wherever issued shall be payable only at the head 
office of the Bank : 

(c) any such bank notes may be put into circulation in 
Scotland and Northern Ireland, and shall be current 
and legal tender in Scotland and Northern Ireland as 
in England. 

(2) Section six of the Bank of England Act, 1833 (which 
provides that bank notes shall be legal tender), shall have effect 
as if for the words shall be a legal tender to the amount expressed 
“ in such note or notes and shall be taken to be valid as a tender 
“ to such amount for all sums above five pounds on all occasions 
“ on which any tender of money may be legally made ” there were 
substituted the words shall bo legal tender for the payment of 
any amount.” 
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(3) The following provisions shall have effect so long as 
subsection (1) of section one of the Gold Standard Act, 1925, 
remains in force — 

(а) notwithstanding anything in the proviso to section 
six of the Bank of England Act, 1833, bank notes for 
one pound or ten shillings shall bo deemed a legal 
tender of payment by the Bank or any branch of the 
Bank, including payment of bank notes : 

(б) the holders of bank notes for live pounds and upwards 
shall be entitled, on a demand made at any time during 
office hours at the head office of the Bank, or in the 
case of notes payable at a branch of the Bank, either 
at the head office or at that branch, to require in 
exchange for the said bank notes for five pounds and 
upwards bank notes for one pound or ten shillings. 

(4) The Bank shall have power, on giving not less than three 
months’ notice in the London, Edinburgh and Belfast Gazettes, 
to call in the bank notes for one pound or ten shillings of any 
scries on exchanging them for bank notes of the same value of a 
now series. 

(5) Notwithstanding anything in section eight of the Truck 
Act, 1831, the payment of wages in bank notes of one pound or 
ten shillings shall be valid, whether the workman docs or does 
not consent thereto. 

2. ---(l) Subject to the provisions of this Act the Bank shall Amount 
issue bank notes up to the amount representing the gold coin 

and gold bullion for the time being in the issue department, and 
shall in addition issue bank notes to the amount of two hundred 
and sixty million pounds in excess of the amount first mentioned 
in this section, and the issue of notes which the Bank are by or 
under this Act required or authorised to make in excess of the 
said first mentioned amount is in this Act referred to as “ the 
fiduciary note issue.” 

(2) The Treasury may at any time on being requested by the 
Bank, direct that the amount of the fiduciary note issue shall for 
such period as may be determined by the Treasury, after con- 
sultation with the Bank, be reduced by such amount as may be 
so determined. 

3. ~(1) In addition to the gold coin and bullion for the time Securities 
being in the issue department, the Bank shall from time to time 
appropriate to and hold in the issue department securities of an be held 
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in issue amount in value sufficient to cover the fiduciary note issue for the 

mmt time being. 

(2) The securities to be held as aforesaid may include silver 
coin to an amount not exceeding five and one-half million pounds. 

(3) The Bank shall from time to time give to the Treasury 
such information as the Treasury may require with respect to 
the securities held in the issue department, but shall not be 
required to include any of the said securities in the account 
to be taken pursuant to section five of the Bank of England Act, 
1819. 

Transfer 4 . — (1) As from the appointed day all currency notes issued 

rency wilder the Currency and Bank Notes Act, 1914, certified by the 
notes issue Treasury to be outstanding on that date (including currency 
of Kng. notes covered by certificates issued to any persons under section 
land. CuiTcncy and Bank Notes (Amendment) Act, 1914, 

but not including currency notes called in but not cancelled) 
shall, for the purpose of the enactments relating to bank notes 
and the issue thereof (including this Act) be deemed to be bank 
notes, and the Bank shall be liable in respect thereof accordingly. 

(2) The currency notes to which subsection (1) of this section 
applies are in this Act referred to as “ the transferred currency 
notes. 

(3) At any time after the appointed day, the Bank shall have 
power, on giving not less than three months’ notice in the London, 
Edinburgh and Belfast Gazettes, to call in the transferred currency 
notes on exchanging them for bank notes of the same value. 

(4) Any currency notes called in but not cancelled before 
the appointed day may be exchanged for bank notes of the same 
value. 

Transfer 5. — (1) Qn the appointed day, in consideration of the Bank 

of certain undertaking liability in respect of the transferred currency notes, 
part of assets of the Currency Note Redemption Account other 

Assets of 

Currency than Government securities shall be transferred to the issue 
^empUon (department, and there shall also bo transferred to the issue depart- 
Account. ment out of the said assets Government securities of such an 
amount in value as will together with the other assets to be 
transferred as aforesaid represent in the aggregate the amount of 
the transferred currency notes. 

For the purpose of this subsection the value of any marketable 
Government securities shall be taken to be their market price 
as on the appointed day less the accrued interest, if any, included 
in that price. 
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(2) Any bank notes transferred to the Bank under this section 
shall be cancelled. 

(3) Such of the said Government securities as are not trans- 
ferred to the Bank under the foregoing provisions of this section 
shall be realised and the amount realised shall be paid into the 
Excliequer at such time and in such manner as the Treasury 
<lircct. 

6. — (1) The Bank shall, at such times and in such manner as Profits of 
may be agreed between the ITeasury and the Bank, ])ay to the "o be*"'"''' 
Treasury an amount equal t«) the profits arising in respect 

each year in the issue department, including the amo\int of any 
bank notes written off under section six of the Bank Act, 1892, 
as amended by this Act, but less the amount of any bank notes 
so wTitten off which have been presented for payment during 
th(‘ year and the amount of any curnuicy notes calhal in but not 
cancelled before the appointed day which have becai so presented. 

(2) For tlic purposes (d this section the amount of the profits 
arising in any year in the issu(‘ de])artnu'iit shall, subject as 
afori'said, be ascertained in such manner as may be agreed 
b('tveen the Bank and Treasury. 

(3) For the purposes of the Income Tax Acts, afiy income of, 
or attributnlde to, the issue department shall be deemed to be 
iiK'ome of the Exchequer, and any expenses of, or attributable to, 
the issue department shall be deemed not to be CApenses of the 
Hank. 

(4) The Bank shall cease to be liable to make any payment 
in consideration of their exem])tion from statnp fluty on bank 
Jiotes. 

7. Section six of the Bank Act, 1892 (which authorises tlicAmend- 

■ iif i. 

writing off of bank notes wdueh arc not presented for payment <w,f 
within forty years of the date of issue), shall have effect as if, in 
the case of notes for one pound or ten shillings, twenty years were, 
substituted for forty years, and as if, in the case of any such 
notes being transferred currency notes, they bad been issued on 
the appointed day and, in the case of any such notes not being 
transferred currency notes, they had been issued on the last day 
on which notes of the particular series of which tliey formed part 
wore issued by the Bank. 

8. — (1) If the Bank at any time represent to the Treasury increase 
that it is expedient that the amount of the Ikliiciary note issue 

shall be increased to some sjwcilicd amount above two hundred noto is8ui>. 
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Amend- 
ment as 
to issue of 
notes by 
banks in 
Scotland 
and 

Northern 

Ireland. 


Amend- 
ment of 
s. 6 of 
7&8 
Viet. c. 32, 


Power of 
Bank of 
England 
to require 
persons 
to make 
returns of 
and to 
sell gold. 


and sixty million pounds, the Treasury may authorise the Bank 
to issue bank notes to such an increased amount, not exceeding 
the amount specified as aforesaid, and for such period, not exceed- 
ing six months, as the Trca.8ury think proper. 

(2) Any authority so given may be renewed or varied from 
time to time on the like representation and in like manner : 

Provided that, notwitlbstanding tlie foregoing provision, no 
such authority shall be renewed so as to remain in force (whether 
with or without variation) after the expiration of a period of two 
years from the date on which it was originally given, unless 
Parliament otherwise determines. 

(3) Any minute of the Treasury authorising an increase of 
the fiduciary note issue under this section shall be laid forthwitli 
before both Houses of Parliament. 

9. — (1) For the purpose of any enactment which in the case 
of a bank in Scotland or Northern Ireland limits by reference to 
the amount of gold and silver coin held by any such bank the 
amount of the notes which that bank may have in circulation, 
bank notes held by that bank or by the Bank on account of that 
bank, shall be treated as being gold coin held by that bank. 

(2) A bank in Scotland or Northern Ireland may hold the 
coin and bank notes by reference to which the amount of the 
bank notes which it is entitled to have in circulation is limited 
at such of its offices in Scotland or Northern Ireland, respectively, 
not exceeding two, as may from time to time be approved by 
the Treasury. 

10. The form prescribed by Schedule A to the Bank Charte r 
Act, 1844, for the account to be issued weekly by the Bank under 
section six of that Act may be modified to such an extent as the 
Treasury, with the concurrence of the Bank, consider necessary, 
having regard to the provisions of this Act. 

11. — (1) With a view to the concentration of the gold reserves 
and to the securing of economy in the use of gold, the following 
provisions of this section shall have effect so long as subsection 
(1) of section one of the Gold Standard Act, 1925, remains in 
force. 

(2) Any person in the United Kingdom owning any gold 
coin or bullion to an amount exceeding ten thousand pounds in 
value shall, on being required so to do by notice in writing from 
the Bank, forthwith furnish to the Bank in writing particulars 
of the gold coin and bullion owned by that person, and shall, if 
so required by the Bank, sell to the Bank the whole or any part 
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of the said coin or bullion, other than any part thereof which is 
bonft fide held for immediate export or which is bon& fide required 
for industrial purposes, on payment therefor by the Bank, in the 
case of coin, of the nominal value thereof, and in the case of 
bullion, at the rate fixed in section four of the Bank Charter 
Act, 1844. 


12. If any person prints, or stamps, or by any like means Penalty 
impresses, on any bank note any words, letters or figures, he defacing 
shall, in respect of each offence, be liable on summary conviction 

to a penalty not exceeding one pound. 

13. — (1) This Act may be cited as the Currency and Bank Short 

Notes Act, 1928. te?^eTa- 

(2) This Act shall come into operation on the appointed day, 
and the appointed day shall be such day as His Majesty may by 
Order in Council appoint, and different days may be appointed 
for different purposes and for different provisions of this Act. 


(3) In this Act, unless the context otherwise requires, — 

The expression ‘‘ the Bank ” means the Bank of England : 

The expression “ issue department ” means the issue depart- 
ment of the Bank : 

The expression bank note " means a note of the Bank : 

The expression ** coin ” means coin which is current and legal 
tender in the United Kingdom : 

The expression bullion ” includes any coin which is not 
current and legal tender in the United Kingdom. 


(4) The enactments set out in the Schedule to this Act are 
he^«by repealed to the extent specified in the third column of that 
Schedule. 
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SC^HEDULE 
Enactments Repealed 


Session and 
Chapter. 

Short Title. 

Extent of Repeal. 

7 <fc S Viet. 

The Bank Charter Act, 

Sections two, three, five 

c. 32. 

1S44. 

and nine, in section 
eleven the words from 
“ save and except that ” 
to the end of the see- 
tion, sections thirteen 

1 to twenty, and section 
twenty-two, and, so far 
as relates to England, 
sections ten and twelve. 

24 & 25 Viet. 

Bank of England Act, 

Section four, so far as nn- 

0. 3. 

ISGl. 

rt'poaled . 

4 <fe 5 Goo. 5. 

The Currency and Bank 

The whole Act, except 

c. 14. 

Notes Act, 1914. I 

subsection (5) of section 
one and section five. 

4 & 5 Goo. 5. 
C.72. 

The Currency ami Bank 
Notes (Amend merit) 
Act, 1914. 

The whole Act. 

5 & 0 Goo. 5. 
c. G2. 

1.5<felGGco.5. 

The Finance Act, 1915. 

Section twenty-seven. 

The Gold Standaril Act, i 

Paragraph (/;) of subsec- 

c. 29. 

1925. 

tion (1) of section one. 


OFFICIAL Papers 

Committee on Industry and Trade. Survey of Textile Industries. 

Being Part III of a Survey of Industries. (Stationery Office. 

Pp. 328. 36*. GfZ.) 

When the Balfour ( 'oimnittei! was appointed in 1924 its wide 
terms of reference and the urgency of the problems which faced 
it made the magnitude of its task apparent. In this un- 
enviable position it was happy in its decision to postpone the 
final report until it had had sufficient time to digest the mass 
of information laid before it and to issue, from time to time, 
volumes based upon the material presented, either by private 
industry or by Government departments. The present survey 
of textile industries is the sixth and last of the preparatory 
reports. These reports are largely based upon information and 
discussions which normally would be published as minutes of 
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Evidence. It is to be hoped, however, that the reports will not 
be regarded as an alternative to the minutes themselves. The 
preliminary volumes have served their purpose. They have 
lightened the task of the reader ; explained succinctly facts wliich 
were probably brought out slowly by days of cross-examination 
and discussion; enabled pros and cons to be brought into con- 
venient proximity. It is no disparagement of the work of the 
Committee or its servants when we say that to dispense wholly 
with the publication of the minutes of Evidence would be to 
place the public, and particularly the student, in an undesirable 
position of dependence upon the skill in presentation or judgment 
in choice, however great these may be, of those engaged in the 
preparation of these volurncvS. 

The present volume deals with the cotton, wool, and artificial 
silk industries, though the treatment of the last named is slight, 
both because of the lack of statistics and of its immaturity uf 
form. The bulk of the report consists of a detailed examination 
of the conditions of the wool and cotton industries. Large 
appendices of statistics group together the basis of the Com- 
mitt(?e’s findings. The study of these two industries seclts to be 
informative ; the aim is to bring together from published work, 
presented evidtuice or sj)ccial irupiirios undertaken by the Com- 
mittee, sufticient of the history, structure and trade accounts of 
the industries to place the present d(‘])ression in an appropriate 
background of time and space. It is precisely in this that both 
the strength and weakness of the report are to be found. It has 
the qualities of balance, grasp and pers])ective. It lacks incisive- 
ness. It is rarely critical, sometimes indefinite, too often com- 
promising, It contains the most complete view in existence of 
the industries covered, and it shows a praiseworthy skill in 
compilation ; a vast amount of material has been collected and 
sifted ; many special kinds of investigation have been followed 
with profit ; the volumes published up to date have been fitted 
into an ingenious framework. But in many cases where con- 
flicting evidence has been presented the Committee could hardly 
have been informative without being critical, and here it has 
usually been content to place the different cases side by side ; 
it has been almost timid in its refusal to give a lead or to push 
reasoning to its logical conclusion. It must bo admitted that 
the purpose of this volume is limited to description, and that 
the Committee must not be judged before it has had time to round 
off its work in a Final Report of criticism and recommendation. 
Even this hardly justifies the peculiar detachment from the 
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gravity of the questions which the report reveals, and, although 
the Committee is scientific in its caution, in generalisation it 
carries this attitude to a point inconsistent with its primary 
purpose — that of suggesting remedies. If the final report is to 
be produced on no more definite information than is contained 
in these inconclusive analyses, we must look forward cither to a 
unanimous report which will avoid the fundamental problems, or 
to a series of minority reports which will much weaken the value 
of the Committee’s labours. 

Tlie report very skilfully draws together information from 
many sources. Its principal findings may be most easily 
summarised by comparing the cotton and wool industries. The 
industries have a similar type of organisation, both were among 
the earliest established in the country ; in each case the industry 
is highly localised in districts for which natural advantages of 
climate and proximity to power are claimed. The s})ecialisation 
of businesses by process in the cotton industry finds its counter- 
part in the worsted section of the wool industry, but not in the 
woollen section, where the vertical type of firm is most common. 

The widespread persistence of the small, i^crsonally conducted 
firm of the wool industry is matched by the small weaving 
firm in the cotton industry, though the cotton-spinning firm has 
now reached a largo average size. Each industry draws the bulk 
of its staple raw material from abroad. Marketing processes in 
the industries provide further parallelism. The cotton industry 
exports 70 to 80 per cent, of its output, whilst the wool industry 
exports about half of its jiroducts. Both industries market a 
commodity the demand for which is constantly changing, botli 
in direction and volume, though the wool industry is probably 
feeling the competition of alternative fabrics much more than 
the cotton. There are, however, also very important differences 
here. The bulk of cotton goods exported find their way into the 
far Eastern markets, the wool textile industry has its most 
important customers in the temperate industrial countries, in 
particular those of Western Euro 2 )e. It follows that the wool 
industry has probably felt the actual dislocation of markets in 
the post-war period more acutely than has the cotton industry. 
The wool industry is not so homogeneous as the cotton, since the 
two distinct products of the former, woollens and worsteds, 
compete in many markets. The decrease in exports from the 
United Kingdom of worsted tissues to the U.S.A. is explained 
by the Committee as due to the replacement of worsteds by 
woollens. The methods of marketing also differ. Practically 
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the wliole of the export trade in the cotton industry is in the 
hands of export merchants, whilst in wool a good deal of their 
own foreign trade, and most of their home trade, is done by the 
manufacturers themselves. Since the merchant failures of 1920 
the manufacturers in wool have taken over a larger share of the 
exporting operations. Jhit the figures whicli the Committee 
gives concerning clianges in production and exports will com- 
mand the greatest attention. Before the war output in both 
industries was steadily expanding, thougli different sections of 
each industry were experiencing different fortunes. Thus the 
manufacture of worsted cloth w^as declining, whilst that of w'oollen 
cloth was expanding. Tliere was, however, a signiticant differ- 
ence between the cotton and wool industries. Tlie increasing 
output in the cotton industry w^as taken largely by an increase 
in exports, wdiilst in w’ool the increasing output was absorbed by 
the home market, the exi)ort trade remaining stationary. Since 
the war the decline in output, and therefore the problem of read- 
justment, has been greater in cotton than in wool. The Census 
of Production shows, though the figures are in some degree 
estimates, that Ixdween 1912 and 1924 the reduction in output 
(taking 1912 -- 100) was tops to 94; noils to 88; yarns to 98; 
w’oollen and w^orsted tissues to 80; whilst in cotton, yarn fell 
to 70 and piece goods to 07. The courses of the exports of the 
two industries show different tendencies since 1924, Exports of 
cotton manufactures have, on the whole, been steady; those 
of wool have fluctuated often in a dowanvard direction. It is 
possible to state, howcviw, from the material which the Com- 
mittee presents that, in 1924, the cause of the decline in the wool 
textile industry was a fall off in the home market ; in the 
cotton industry it w'as due principally to a drop in exports. 
Whilst the Lancashire (!otton industry was being ousted by other 
countries the wool industry was being displaced by other fabrics. 

When the Committee confines itself to the field of fact in 
this way, it is able to produce a clear-cut picture of the present 
condition of these Uvo industries. With the resources at its 
command it could hardly have done less. When it turns to deal 
with causes and to draw conclusions which might point the way 
to possible remedies and recommendations, the quality and value 
of the work fall. The covering letter which accompanies the 
present report expresses the hope that “ the six volumes which 
we have now completed will not only be found of practical utility 
in relation to the problems of the present time, but will also 
prove of permanent value as a record for future refei-cnce.” For 
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til is voluinc, there is much more substance in the second part of 
this aspiration than in the first. The section dealing with the 
cotton industry, with wliich the remainder of this notice will 
deal, was received witli a feeling of great disappointment. The 
long introduction and historical chapter; the recital of much 
that w%as, and has long been, known ; the failure to press on to 
conclusions -all these were regarded, ])erhaps unreasonably, as 
tantamount to the calling of a plirenologist instead of a doctor 
to a dying man. It is dinieult to discover from the lleport wdiat 
causes theCommittoe believes responsible for the present depression 
in the cotton industry, and in what order of importance they 
should bo ranged, 'that foreign industries arc ousting Lancashire 
goods from many markets is not an explanation of the depression, 
but merely a statement of it. The Committee refers to the effeets 
of the recapitalisation period of 1010 and 1020, but makes no 
elTort to determine what elTeet this has had upon the jirice of 
yarn. Even in a recital of possible causes there is some omission. 
The gap between t(\xtilo and general prices up to 1024 is not to 
be ignored. It is all the more curious that the Committee has 
not referred to this point, since in an earlier volume ^ it mentions 
the disparity of inovement in price level of imports and exports 
of the United Kingdom since IOL‘1. 

The clfoct of sliort time in forcing np the margins between raw 
cotton and yarn in order that jmee should cover cost of production 
seems to be a point of more coiisecpience than the Committ(‘(^ 
believes. The Report iniglit with great profit Jiave dealt with the 
W'holc question of the nu'thod by w'hich tlie industry raUscs its 
capital. It would have found but few dissentients if it had whole- 
heartedly condemned the system which piles up fixed interest 
securities in an industry in which depression has alw^ays been 
frequent. The liistorical retrospect combined w'ith tlie history 
of tlie ])rcsent depression should have suggested that tlie industry 
is ])articnlarly susceptible to cut-throat competition. The Jargt' 
capital investments and the higli proportion of bonds and loans, 
tlie imiltiplieity of producers, the tendency to accumulate stocks, 
the lack of systems of cost accounting, the unscientific methods of 
tallocating ovxThcads — ^all these render this industry prone to 
those various forms of business suicide known as spoiling the 
market. LJjion all of w hich subjects the Committee must have a 
great deal of information, but is almost silent in this volume. 

Iherc arc three questions upon which the industry, tired of 
the controversy of the past five or six years, was expecting some 
' “Survey of Overseas Markets,” p. 4. 
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guidance and light. The first is that of comparative international 
costs. IIow far is the progress of foreign textile industries due 
to their own increasing efficiency and how’’ far due to the decreasing 
efficiency of the Lancashire industry ? This is a thorny ((uestion. 
The Indian Tariff Board of 1927 tackled tlu^ problem, and failed 
to produce anytliing of vahi(\ But certain private inv('stigations, 
particularly those of W. B. Cunningham, “ Report on Cotton 
Spinning and Weaving in Japan,” and IL Ellinger in a paper read 
before the Manchester Statistical Socic^l y la>t year, suggest that 
the solution is not im[)ossibIe. The* Committee in a previously 
issued Report ^ luis hroiiglrt forward material concerning the 
changes in the cost of industrial production in many industries, 
and it is probably safe to deduce from the figures given therein of 
net output value per head ; amount of power available per head ; 
and total and labour cost p(‘r unit of output, that the cotton 
industry is less efficient than before the war, iind has becomt' 
less efficient in competition relatively to other British industries 
than was formerly the case. 

These conclusions throw only indirect light on the question 
of international costs, ft is to bo regretted that the Committee 
should have allowed the opportunity to slip of placing this ques- 
tion beyond th(^ reach of discussion, and thus stifling fallacies of 
the kind of which it itself appears to be guilty on j)age 12, wlum it 
declares that “ the devedoprnent of the cotton industry in many 
foreign countries was furtlier encouraged by the fact that labour 
could be obtairu'd at lower rates of wages than these current in 
Lancashire.” There is no proof that labour costs are lower in 
hkistern co\intries than in Lancashire. 

Secondly, there is a great deal of uncertainty and confusion 
as to the comparative merits of the vertical and horizontal type 
of firm. It has become fashionable to descry the present Lanca- 
shire industrial structure consisting of a number of non-sympa- 
thotic horizontal layers. In particular the disassociation of 
merchanting from prt)duction has been severely criticised. 
The success of Japan and other countries is commonly 
attributed to their adoption of the vertical firm. There are, 
however, many more sides to this qiicslion than is commonly 
imagined. The businesses in the early English cotton industry 
were, even in 1840, largely “ mixed ” firms, and the present 
specialisation is the result of adaptation to changing circumstance. 
It may be that the scale of production in Lancashire enjoins a 
firm of business which is not suitable elsewhere. Many of the 

1 “Further Factors in Tmhistrial and Commercial Eftioiency.” 

No. 151. — VOL. xxxvni. 
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present “ mixed ” firms run their spinning and weaving depart- 
ments as independent units. But on all these points of dispute 
the Committee sits firmly on the liodge. 

In the third place, it was expected that the Committee would 
provide a summing up and a judgment on the effect of the action 
of the finishers’ combines since 1920. It was, indeed, in an 
excellent position to bring to an end a long-standing controversy. 
It had received evidence from shipping merchants and the com- 
bines. It had before it the results of the 1924 census of pro- 
duction. In tills case the Committee’s determination to withdraw 
from all decision is most marked. The arguments on both sides 
are left to plead for themselves. Avenues which might have betm 
explored have been ignored. If it is asserted that, due to high 
finishing charges in tins country, a good deal of cloth is being 
shipped to the countries of Western Europe to be finished, the 
easiest, tliougli not necessarily a conclusive, test of this would 
have been to determine whether the finishing industries in these 
countries had increased in output and equipment. The whole 
argument which seeks to condemn or defimd the combines by 
considering the relative changes in the exports of grey and finished 
goods is irrelevant, since the demand sclu'dulcs for the different 
types of cloth may have changed in varying manner. It is 
inconclusive, perhaps misleading, to show that the exports of 
grey cloth to Western Europe have increased, implying that much 
of this cloth was formerly finished in England and is now going 
to be finished in other countrie.s. The Trade Accounts of many 
of these countries arc drawn up in sucli a form that goods “ in 
transit ” — merely entering the country to undergo some process 
and then to be re-shipped else where — can be distinguished, and 
the Committee might well have made use of such material. 

It is characteristic of this report that it gives no clue to the 
recommendations which the Committee are likely to make con- 
cerning the cotton industry. A more detailed study of the Yarn 
Association, the only body which attempted to meet the changed 
conditions of the industry in a scientific manner, would have well 
repaid the effort, for tlie causes of the failure of the Association 
arc, in small, the causes of the depression. How far, for example, 
will the economies of buying and selling which the Association 
claims for the scheme wdiich it has before the industry at the 
moment prove real? What economics of large-scale production 
are likely to arise ? Are the possibilities of the double shift great 
enough to merit trial ? What light does the experience of textile 
cartels in Germany and other countries throw upon our own case i 
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Definite and authoritative answers on such questions might do 
much to influence the judgment and stiffen the will of those who 
are impeding tlio only method of permanent stabilisation in the 
cotton industry — the establishment of some form of central 
control over production and sale. 

John .Fewkes 

University of Manchester. 


OBITUARY 

Lord Haldane 

We learn with great regret, ns we go to press, of the death on 
August 19, of Viscount Haldane of Cloan, at the age of seventy-tw^o. 
Lord Haldane had been President of the Royal Economic Society 
for more than twenty years, having succeeded Lord Gosehen in 
the office on the death of the latter in 1907. Ho took little part in 
the current business of the Society, and seldom attended meetings 
of the Council. But he regularly presided at the annual meetings 
on those occasions wLen a paper w'as read and there w'as something 
more than the usual formal business to attract the attendance of 
members. Lord Haldane's great services to the causes of education 
and of scientific research have been widely acknowledged ; and he 
was always forward to aid economic studies in particular, 
notably in his connection with the foundation of the London 
School of Economics. Wo mourn one who invariably used his 
great influence in affairs to promote the scientific approach to the 
problems of government and to harness science and knowledge 
to the practical service of the State. 

Giuseppe Prato 

It is with the greatest sorrow that we announce the premature 
death, on August 18, of Prof. Giuseppe Prato, of the Institute 
of Commercial Studies in Turin, — a man who had been an orna- 
ment and pride of Italian economic science. Possessed of a w'id(^ 
historical, economic and literary culture, an enthusiast of learning 
and an indefatigable worker, he had, in his not very long career, 
published a great number of important and profound writings, 
designed to illustrate the various aspects of economic life, above 
all in Piedmont. We recall his great w’ork on the economics of 
Piedmont in the eighteenth century, and his other books on the 
earliest Piedmontese banks, on the agrarian association of 
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Piedmont, on the influences of the World War on Piedmont’s 
economy (published in the Carnegie Endowment Scries), on the 
fuel problem, on the Piedmontese saving banks, etc. But his 
extraordinary activity did not overlook the general problems of 
our age, and the learned world knows well his leading work on 
Workmen’s Ih’otection (translated into French) as well as his other 
books on Law’s System, on the custom duties of the towns, on the 
labour (piestion, and tlic excellent book, published in the last days 
of his life, on the better methods of capital itiv(‘stment. A 
decided follower of the Liberal school, he submitted to severe 
criticism the various forms of the economic action of the State 
during the World War, and struggled with the greatest energy 
against the collective labour bargains, which, in his view, an^ 
absolutely contrary to the interest of the workers themselves, 
ilis death causes to Italian economic science a hardly reparable 
loss, and heaves his nunu rous friends and admirers with a regret 
that the course of time will not be abh^ to cancel. 

AoiiiLLK Loria 


(hjKKENT Tones 

The lnternati(»nal Union for the Scicuitilic Investigation of 
Population Problems has now b,een detinit<dy established, and will 
shortly be sedting u]) a permanent otUec in Paris. Tluj lir.st 
meeting of the Union was held in Paris early iii July, when Sir 
Bernard Mallet and Profe.ssor F. A. F. Urew, were among thi‘ 
re[)n‘senta1 ives id’ (treat Britain. Prohssor Raymond Pearl cd' 
tli(' Ihiitt'd States was appointed the first President, with Pro- 
fessor Uini (Italy), Professor lAM)n Bernard (Franee), and Sir 
Bernard Mallet (England), as Vice-Presidents. The Unum, 
which comprises rcpri'scntatives of Urcat Britain, the United 
States, Franee, Germany, ftaly, Switzerland, Belgium, Spain, 
Japan, Scandinavia, South America, the British .Dominions and 
Russia, proposes to keep itself eonipletely clear of all propaganda 
activities. According to its constitution, it “ confines itself solely 
to scientilic investigation in the strict sense and refus(\s cither to 
enter upon religious, moral, or political discussion, or as a Union 
to support a policy regarding population of any sort whatever, 
[larticularly in the direction either of increased or of diminished 
birth rates.” Its first act has been to appoint three Commissions, 
the first to deal with Population and Food Supply, the second 
with Dilferential Fertility, Fecundity, and Sterility, and the third 
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with Vital StatLstics of Primitive Races. Tlic British representa- 
tives are Sir Henry Rew on the first Commission, Professor Crew, 
Mr. T. H. Stevenson and Professor Carr-Saiinders on the second 
(Commission, and Mr. Malinowski and Mr. G. Pitt-Rivers on tho 
third Commission. Any inquiries as to the work of the Union, 
pending the appointment of a General Secretary and the setting 
up of the Paris office, may be addressed to Sir Bernard Mallet, 
K.(c.B., 8 Eceleston Scpiarc, London, S.W.l, (Chairman of the 
British National (Committee. 

Tjie Statistical Department of the Board of Trade is much to 
be congr:itulatcd on having brought th(‘ir work on an official 
Index of Produ«;tion to a point at which the prelimiiiaiy results 
can bo published, the following table having appeared in the 
July Board of Trade JonnaiL The wciglits iiscil for different 
industries are based on the (Ansus of IToduction. 


lii<lr\of proiln.-lion in 




Imlt'x tiufuhcr. 



I.st quarter 

Brunp. 

1027. 

1928. 

1. Miin'H ami (pian ics . . . . . j 

01-7 

90-4 

I ron ami !ste'(.'l ami iiiaunfiu tnros lln'ic'.f , 1 

lUO-8 

lOo-O 

Xon-ftMTOus inotals ..... 

iat3 

115-5 

1. iMi^rimri'inK ami Hi»ipl>uil«lifi^ 

I17t 

114-4 

r». 

IhlM) 

109-7 

♦5. ( 'lifinical Hiul a11i**fl tni<lrs .... 

I!l)-2 

117-4 

7. I'jipcr ajnl piiiilin^ ..... 

(A) 

(A) 

S. lioutlu^r, hoofs nml ami rnbluT . 

120-7 

147-5 

a. Food, drink, and tohacco 

! 09-8 

9S-0 

10. t!as and olncliicity 

130-4 

(Jb 

'rolal of ahuvt' ^run[)S . . . . I 

107-8 

I 

lOH-5 


(A nml B : Coniplrtr information not vi't availablr.) 


If this is com])ared with the pioneer work tlone by Mr. Row’c 
for the London and Cambridge Economic Service the result is as 
follows 



1 

Mr. Rowe. 

1 

Board of 'I’lade. 

1927 

105-0 

107-8 

1928, 1st quarter 

10-2-8 

108 5 


It would seem that Mr. Rowe's lower figurcs are partly explained 
l)y his having no data for groups 8 and 10 above, which seem to 
be specially prosperous as compared with 1924. 
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The Board of Trade Journal has also started the monthly 
publication of Post Office figures which may prove to be of con- 
siderable interest as an indicator of general trade conditions, 
namely the average receipts of the Post Office per working day, 
excluding telegraph and telephone, savings bank, and money 
and postal order business, but including receipt stamp and other 
revenue duties : — 


I’criod. 

I'Ji’l. 

1925. 

1920. 

1927. 

1928. 

.Jftnuury 

£106,l>2(> 

£112,158 

£117,608 

£119,433 

£126,696 

l<>brimry 

104,90:1 

110,795 

1 15,099 

110,345 

122,406 

Mnrch . 

ios,s5:i 

115,997 

121,848 

122,381 

127,995 

April . 

111,632 

1 1 1,300 

117,804 

121,943 

126,310 

May . 

112,019 

110,702 

91,152 

12:1,775 

123,669 

June . 

113,000 

11.6,191 

115,732 

120,321 

124,576 

July . 

1 15,062 

117,291 

114,898 

122,768 


August 

10S.086 

111,677 

110,928 

117,278 

— 

Septoinbcr . 

115,184 

119,287 

116,839 

124,925 

■ — 

October 

117,881 

120,392 

122..351 

129,158 


November . 

115,357 

120,649 i 

124,504 

128,843 


December . . j 

146,307 

162,151 

154,157 

159,017 

— 

Year . . j 

£114,618 

£118,888 

£118,632 

£128,510 

— 


Putting this against the Index of Production quoted above, 
we find : - - 



1 Index of Production. 

Post Office Business. 

1924 

100 

100 

1927 

107-8 

112-1 

1928, Ist fpiarter 

108-6 

i 

109-7 


The Social Science Research Council (United States) announce^ 
plans to establish a Journal of Abstracts in the Social Sciences 
with the following objects : 

“ There are so many books, pamphlets and reports constantly 
being published and so many periodicals both scientific and semi- 
scientific steadily pouring from printing houses both here anc| 
abroad, that it is physically impossible for any one to keep abreast 
of all the literature even in his own special field of work. To 
overcome these difficulties, a journal is proposed which will save 
an almost infinite amount of time and labour on the part of 
research workers, by giving them in one journal complete citations 
and short but objective abstracts of all important new materials, 
and will at the same time draw together the several disciplines by 
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serving them all through one journal based upon some systematic 
classification, and improved by numerous cross-references to the 
materials in other fields. Other imj^ortant advantages of sucli a 
publication could easily be stated. It will save much duplication 
and waste of effort, it will apprise the worker of the existence of 
other specialists working on his problems and stimulate corre- 
spondence between them, it will call attention to new metliods of 
research, it will serve as a permanent n^cord of tlio wajrk already 
accomplished, and will in many other w'ays promote the healthy 
development of the sciences to which it relates.’' 

An Organizing Committee has been appointed, consisting of 
eminent scholars ; and a number of advisory committees have 
been api)ointed in the fields of cultural anthropology, economics, 
history, human geography, political science, sociology, and 
statistics. 

Social Science AhnlracU will be issued monthly during the 
year, and in each issue 'will appear systematic abstracts of new 
information published in the fields indicated for the preceding 
month or months. TJio test of published materials to be abstracted 
will in general be the criterion of new information^ in the sense of 
important factual studies and contributions to theory and opinion, 
in the fields of the social sciences indicated. This will require 
the careful scrutiny of articles in periodicals, pamjihlets, bulletins, 
monographs, and new books. It is conservatively estimated that 
the annual number of abstracts will run to fifteen or twenty 
thousand titles the first year. The abstracts will be cross-refer- 
enced and annual indexes jmblishcd. It is hoped that the first 
number may be published within the present calendar year. 


The Norman Wait Harris Memorial Foundation for the Study 
of International Relations held its Fifth Iiivstitute from June 18 
to June 30, 1928, at the University of Chicago under the direc- 
tion of Professor Quincy Wright, secretary of the foundation. 
The sessions included a number of lectures by authorities and 
daily Round Table conferences for the discussion of the general 
topic of “ Foreign Investments.” About fifty economists, 
bankers and others were invited. The lecturers included Pro- 
fessors Gustav Cassel from Stockholm; T. E. Gregory, London 
School of Economics ; Robert R. Kuezynski, Berlin ; Henry K. 
Norton, Washington, D.C. 
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Our Japanese Correspondent writes : — 

“ Although tlie banking reorganisation after the nation-wide 
panic of 1927 was carried out under great difficulties by the 
Tanaka Cabinet, yet its position is very far from being enviable 
from the political point of view. The r)4th Diet, wdiich was 
opened on 21st of January, 1928, was dissolved on the same day, 
leading to the adoption for 1928-29 of the Budget for the previous 
fiscal year as fixed in the constitution. Tlie subsequent elections 
were made under the new election act of universal suffrage, and 
the appearance of eiglit Labour Members for the first time in the 
Diet is admittc'd as an ei)oc]i-niaking fact. 1’he Labour Members 
are expected to increases in numbers and activity, and tlie move- 
ment is being keenly watched by the nation. It is a matter of 
much congratulation that the Labour Movement is inclining 
towards parliamentarism. How'cver, the spread of communistic 
ideas, especially among young students and the intelligenzia class, 
is a matter now absorbing the attention of the whole nation. 

“ Among many notew'orthy works pul)lishe(l since the previ- 
ous report. Prof, llijikata’s Economic I nvof ligation in Japan 
must be sjieeially mentioned. It is in three volumes of 1700 
pages, sold at 2a yen, and j^nblished by Nilion Horonsha. 
Anotber to be mentioned is of Social Problems, by 

Dr. Kaw'ada., W'bieh is divided into (Vol. 1) General Itemarks; 
(Vol. II) Th(^ Wage System ; (Vol. Ill) Labour Unions ; (Vol. IV) 
Labour Dispute's and Settlenu'iit ; (Vol. V) Minimum Wages, e'te., 
at prices between 2.70 yen and 3.20 yen per volume, and published 
by Yuhikaku.” 



RECENT PERIODICALS AND NEW BOOKS 


Journal of the Royal Statistical Society. 

Part II. 1928. The Post-war Depression in the Lancashire Cotton 
Industry. G. W. Daniel.s and J. Jewkes. The Vital Statistics 
of Wealth and Poverty. T. H. C. Stevenson. It is suggested 
that the various conditions can best bo met by inferring social 
position from occupation, and taking broad and simple lines of 
grading. This satisfies some important tests, necessary quali- 
fieations being noted. Changes in Sex avd Age Constitutions of 
some Representative European Populations. S. de Jastrzebski. 

Economica. 

June, 1928. Theories of Banking Policy. D. H. Kobehtson. An 
elucidation of the writer’s views on bank money and real values 
leads to an examination of alternative principles of banking 
policy — the Gold Standard, the principle of Productive Credit, and 
the principle of Price Stabilisation. Wage-Fixing in the Building 
Industry. J. R. Hicks. 

The Economic Record (Melbourne). 

May, 1928. The Financial Relations of the Commonwealth and the 
States. R. 0. Mills. Labour Mobility in Australian Industry. 
F. R. E. Mauldon. New Zealand Infant Mortality and Still- 
Births. M. Frasek. Relative Significance of Primary and 
Secondary Production. C. H. Wickens. The Economic Position 
of the Farmer in New Zealand. H. Relshaw. Australian State 
Income-tax Schemes. W. F. Murphy. The Law of Diminishing 
Returns in Agricultural Experiment. J. A. Prescott. 

Indian Journal of Economics (Allahabad). 

April, 1928. A Commission of Economists in Poland. G. F. Shirras. 
A review of the reports of the American financial experts. 
Agrarian Unsettlement. R. K. Mukerjee. Legislative Remedy 
for Subdivision of Holdings. R. R. Talciierkar. Co-operation 
and Education. B. A. Khan. Co-operative Marketing. D. 
Singh. 

January, 1928. Conference Number. Papers read and discussed at the 
Eleventh Conference of the Indian Economic Association. These 
papers deal mainly with agricultural questions, co-operation, 
credit, insurance, and technical developments. 

Review of Economic Statistics (Harvard). 

February, 1928. The Money Market in 1927. W. R. Burgess. 
A Survey of Post-War Levels of Business Activity. A. R. Eckler. 
The Outlook for the Oil Industry. J. E. Pogue. The Copper. 
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Industry in 1927. F. E. Richter. The Measure of the General 
Price Level. C. E. Snyder. Review of the year 1927. 

May, 1928. The Theory of Economic Cycles based on the Tendency 
toward Excessive Capitalisation. M. Bouniatian. Gives a 
siiinmary of the writer’s theory of economic crises, with an indica- 
tion of the statistical data which may serve for its verification. 
The Effect of Correlation between Weights and Relatives in the 
Construction of Index-Numbers. W. M. Persons. Review of the 
first quarter of the year. 

Quarterly Journal of Economics. 

May", 1928. Issues in Economic Theory : an attempt to clarify. P. T. 
IIoMAN. A study ill methodology. Parity in the Exchange of 
Future Money and Future Commodities. G. P. Watkins. An 
investigation of the downward bias of futures,” or “ tendency of 
futures to be below a price that would contain a minimum carrying 
charge difference ” between spot and future prices. Equilibrium 
in International Trade ; the United States^ 1919-26. J. W. 
Angell. a general analysis of the maintenance of equilibrium; 
the effects of import, export and the business cycle. Application 
to the U.S. in 1919-21 and 1921-4. The Meaning and Use of a 
General Price Index. ( t. ILyberler. The limitations of usefulness 
of a general index of prices, with reference to Snyder’s results in 
particular. The Advantages of Labour Turnover; an illustrative case . 
A. Bezanson. In addition to some net gain in earnings, in the 
cases considered, such other aspects arise as range of workers’ 
experience, flexibility of labour supply, and vertical movement or 
” upgrading.” The Growth of English Shipping^ 1572-1922. 
A. P. Usher. 

Journal of Political Economy (Chicago). 

April, 1928. Membership in the Federal Reserve System. C. S. 
Tippetts. The decline in membership does not mean a decline in 
strength, and will probably be arrested by the McFaddcn Act. 
The Leighton Co-operative Industries. P. S. Taylor. A study of 
a special case of employee-stockholding. International As 2 )ects 
of the European Coal Crisis. M. Eastman. One big Union in 
Canada. H. A. Logan. Automobile Mortality Table. S. H. 
N erlove and W. J. Graham. 

June, 1928. British Trade Disptites and Trade Unions Act. H. A. 
Mills. The Trend of Agricultural Exports. E. G. Nouk.se. 
The General Theory of Price. F. H. Knight. Theory of Location 
and General Economics. A. Predohl. A critical examination of 
Thiinen and Weber, and suggestions for treating the problem of 
location as a .special case of combination and substitution of 
factors. Trade Custom in Lancashire Cotton Industry. G. L. 
Palmer. 

American Economic Review. 

March, 1928. (Supplement.) Papers and Proceedings of the Fortieth 
.Annual Meeting of the American Economic Association. Includes 
“round-table cli.scussions ” on Land Economics., the Status and 
Prospects of Quantitative Economics, Economic History. Among a 
large number of individual papers may be specially mentioned 
those on the Revision of the European Debt Settlement. 
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June, 1928. Emergence of Free Labor Contract in England. H. M. 
Cassidy. Measurement of Time Valuation. J. G. Smith. “ An 
attempt to apply the method of induction to the time-preference 
theory of interest.” Minimum Wage Administration. J. W. 
MacmHuLAN. Progress of Farm Relief. J. D. Black. 

Annals of the American Academy of Political and Social Science 
(Philadelphia). 

May, 1928. Standards in Industry . This number deals with Standard- 
isation in its general aspect, and in its relation to specific industries 
and problems. Among the more general sections in Part I are 
those on Organised Effort in Shnplijication, by the Assistant 
Director of the U.S. Bureau of Standards; on the Economic 
Aspects of Standardisation J by the Editor of the American Machinist: 
and on the Effect on Labour of the New Standardisation Policy of 
American Industry, by the President of the American Federation 
of Labour. Part II deals with specific industries, Part III with 
Standardisation Programs outside of Industry, Part IV with the 
consumer. 


Wheat Studies (Stanford University, California). 

March, 1928. Rye in Us Rekttions to Wheat. Before the war, the per 
capita disappearance of rye was about 360 lbs. in Germany and 
only 22 lbs. in the United States. Since the war disappearance 
in both countries has declined to about 245 lbs. in Germany and 
17 lbs. in the United States. 

May, 1928. Survey of the Wheat Sitmtion, Deceynber 1927 to March 
1928. Exports from Argentine and the Pacific coast of North 
America were exceptionally largo, while very little wheat was 
exported from Atlantic and gulf ports of U.S. A record export 
movement may occur from Canada, where stocks on March 31 
w'ere the largest in history. Carry-overs bid fair to be as large 
as or larger than in 1926-27. The Northern Hemisphere will 
probably harvest less wheat this year than last. 

June, 1928. The Objectives of Wheat Breeding. 

July, 1928. British Parcels Prices. Weekly averages of daily quoted 
prices of all sales of wheat parcels in the United Kingdom seem 
best to fulfil the requirements of a world wheat price useful for 
short-time analyses. 

Revue d'Rconomie Politique. 

March-April, 1 928 . Les origines historiques des problemes iconomiques 
actuels. H. Hauser. Differences of volume or of form should not 
prevent the recognition of similarity between present problems of 
organisation and their early counterparts. La reforme douaniire 
et le Parlement. P. Elbel. Les indices des valeurs mobilUres en 
France et en divers pays. J. Dessiriee. With important 
correlation statistics and diagrams, ^influence amiricaine sur 
V Economic britannique d*apres les banquiers anglais. L. Baudin. 
La vie iconomique : en Italic : G. Mortara ; en Angleterre : 
H. Pouyanne. 
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Eevue de VInstitut de Sociologie (Brussels). 
Januaby-March, 1928. V Optimum de population et ses criteres. 

E. Dupreel. a contribution, both critical and positive, to the 

theory of with reference to the recent history of population 

theory. 

Journal des Econoynistes. 

May, 1928. Lea variations du taux de Vescompte de 1921 d 1928. 
P. Cauboue. 

June, 1928. UAlkmagne depuia le dihut de Vinjlaiion. B. Mourre. 
La Chine iconomique. R. J. Pierre. Lea grandes compagnies de 
chemin de fer en 1927. G. de Nouvion. 

Zcitschrift fur die gesamte Staatsiviasenschaft (Tubingen). 
Gegenwartsaufgahen der Nationalokonomic, A. Amonn. The writer 
defends his eclectic methods against Karl Diehl. Zur Lekre vom 
Zwangs-sparen, E . Eon er. On the relations between inflation and 
extension of capital. Die Panarnerikanische Recliiseniwicklung . 

F. W. VON Rauciihaupt. Brings together the legislative results 
of the Pan-Arnerican Gonferenee. Probleme des yvirtachaftlichen 
Denkens. K. Enolis. A reply to the criticisms of R. Streller. 
Die gleitende Prodiiktivitdtslohnskala. H. Lufft. A criticism of 
the new wage theory of the American Federation of Labour. 

Vierteljahrshefte zur Konjunkturforschung (Berlin). 

SoNDERHEFT 8. Der Stickatoffverbrauch der Landwirtschaft in den 
p.inzelnen Oebieten dea Deutachen Reiches im Jahre 1926-7. A. 
Hanau and II. Paetzmann. 

J Jahrgang, Ilcft I. Toil A. Die Konjunktur Knde Mai 1928. 
Toil B. Die Konjunktur einzclner Wirtschaflszweige, 

Jahrbucher fiir Nationalokonomic und StatMk (Jena). 
February, 1928. Die Wirtschaftatheorie bei Sombart. T. Suranyi- 
Unger. Wandlungen in Wese?i and Aufgaben der Sozialpolitik. 

G. Albrecht. Bemerkungen zur Theorie der Sieuersyatematik. 
Dr. F. Gutmann analyses the theory of tax systems by reference 
to certain principles. The more important part of the analysis 
turns on the discussion of “ productive power ” and “ taxable 
capacity.” Die wirtschaftliche Gesetzgebung de3 Deutachen Reiches. 
J. Muller. This article surveys the economic legislation in 
Germany from October to December, 1927. This mainly con- 
cerned slight modifications of existing laws — e.g. insurance of 
employees and maintenance allowances payable by the State. 

April, 1928. Die Theorie dea volkawirtschaftlichen Entwicklunga- 
prozeasea und ihre Fortbildung durch eine evolutiondre Konjunk- 
turtheorie. E. H. Vogel. Die Finanaierung dea Aufschwunges 
durch Mobiliaierung alter und neuer Warenvorrdte vermittela der 
regiddren Geldschopfung. Dr. P. Schulz-Kiesow makes an 
interesting survey of the financing of trade revival on the assump- 
tion that inductive proofs as to the effect of conjuncture fluctua- 
tions on the extent of the creation of purchasing power are lacking. 
The increased credit creation of the Reichsbank in late years and 
its effect on the price level are demonstrated ; but the real thesis 
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is that the regular creation of purchasing power renders possible 
a greater utilisation of mobile real capital. Arbeitsgemeinschaft, 
Betriebsgemeinschafty Werksgemeinschaft. Dr. Albrecht critic- 
ally surveys these three ideals of the methods of linking employer 
and employee. The Arbeitsgemeinschaft implies that “ Protection 
of the just interests of the worker is only possible if the employer 
himself is put in bonds which bind him.” Dr. Bang’s VTitings on 
this are discussed with relation to ArnhokPs system of apprentice 
schools, and detailed criticisms are made. 

May, 1928. Aenderungm in den Daien der Wirtschaft. R. Strigl. 
An inquiry into the applicability of economic theory. Die Theorie 
dea volkswirtscJmftlichen EntwkklungsprozeM und ihre Fort- 
bildung durch cine evolutiondre Konjunkhirtheorie. Ill u. IV Teil. 

E. H. Vogel. 

Archiv fur Sozialwisaenschaft und Sozialpolitik (Tubingen). 

February, 1928. Intermittent freie Outer. E. F. Heckscher. 
Bemerkungeti zum Gruiidprobleni der subjektivistischen Wertlehre. 
Professor Mises makes a study of Subjective Value by means of 
an analysis of the views of Monger and Bohm-Bawerk. Although 
there are certain misconceptions in their views, they have never- 
theless succeeded in explaining price formation subjectively. 
Vom ndchsfen Krieg. F. C. Endres. Zur PMnomenologie der 
sozialen Frscheinung. 8 . Frank. Daa Agrarprobhm der Verein- 
igten Staaien. 11. W. Ropke, Wahl and Wertung. J. Nissen. 

April, 1928. “ Wert ” oder “ Wirtschaftliche Dimension ” A. 
Amonn. Der Kampf urn die Leisiungsfdhigkeit der Verwaltung in 
den Vereinigten Staaten. L. D. White. IJeber monopolisticke 
uml nicht-monopolistiche. Dr. Wolfkrs in a very clear and 
suggestive article discusses various types of monopoly on a 
theoretical basis, including the monopolistic powers of Kartels, 
Wie kani die dculsche Ausbreitung nach Oaten zum Stillstand ? 
M. Jaffe. Beservearmee, Lohn und Krise im Irnperialismus. 

F. Sternberg. 

June, 1928. Oppenheimera Theorie der ** Reinen und Politischen 
Oekonomie.” I. Grundlegung und aUgemeine Preislehre. A. 
Amonn. Irrliimer einer Wirtschaftslheorie ohne statistische Grand- 
lage. P. 8. Florence. A paper read to the British Association, 
1927. Konflikte zwischen Vertragspjficht, Verbandapjlicht, und 
Tarifpjlicht. H. Pottiioff. Zina, Kredit und Konjunktur. J. 
B abacs. 

Welhvirtschaftliches Archiv (Jena). 

July, 1928. Produktivitdt. W. Sombart. Das intertemporale 
Qleichgewichtssystem der Preise und die Bewegungen dea “ Geld- 
wertes.” F. A. v. Hayek. Entwicklungageschichte der monetdren 
Konjunkturtheorie. F. Burchardt. Ober Cassels Syatejn der 
theoretischen Sozialokonomie. K. Diehl. Die Ermittlung der 
Werterhohung in der Produktionsstatistik. J. P. Giiertschuk. 

Sckmollers Jahrbuch (Munich and Leipzig). 

April, 1928. Idee und Wirklichkeit im Faszismus. E. von Becke- 
RATH. Methodik der Volkswirtachaftslehre. Dr. L. Stephinger 
gives a survey of the methods employed in Economics on the 
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basis of Amounts, Weber's, and Spann's enumerations. After 
discussing the principle of Univcrsalism he goes on to treat of 
Empirics, Teleology, etc. The final section is devoted to a sum- 
mary of the value of the various methods. Theorie des Ertrages. 
F. Oppenheimer. Die Bcohachtungsiurfahren der wirtschaftlichen 
Wfchsellageti des Harvard University Committee on Economic 
Research. H. Stahle. Der Kampf um die Ilerrschajt uber den 
Gefrier- \ind KuhJfieischmarkt. J. Jessen. An interesting com- 
parative survey. Eeichsverfassmig und Sfddtetag. E. Horneffer. 

Skandinaviska Kreditaktiebolaget (Stockholm ) . 

April, 1028. Imporlof Capital and Inflation. Cr. Cassel. E.\aminos 
tlic question whether large-scale foreign borrowing must tend to 
bring about an inflation in the borrowing country, and applies 
tlic reasoning to the present situation in Germany. 

Giornalc degli Economisti (Milan). 

April, 102S. 'Phe whole of this number is devoted to articles dealing 
with tlie technical methods adopted for, and the consequences of, 
the stabilisation of the lira. Attention may be drawn in par- 
ticular to the speech of Count Volpi in the Senate on February 17, 
1928, in support of the stabilisation Decrees, uliieh is hero printed 
in exienso : La riforma monetaria illusirata dalla Ministro delli 
Finalize . Giuseppe Volpi. Cansidcrazioni iechniche sopra if 
ritorno al biglicito convertible. Gustavo del Vecciiio. La 
rivalutazione e la pubblicafincenza. Gino J3or(3atta. Ija rivaluta- 
zione della lira come provvcdimejito di giustizia sociale ed i suoi 
limiti. Antonio Vlam. Tt is contended that social justice over 
the whole community would not have been furthered by a return 
of the lira to its pre-war parity. The article is prefaced by an 
extract from a speech by Signor Mussolini delivered on Decembr*r 
21, 1927: “A further revaluation of the currency would be 
possible, but it is not tiesirabic because, (a) as has hajqioned in other 
countries, it would mainly be the product of international specula- 
tive operations ; (b) it would either cause a very grave permanent 
crisis or periodic crises, not less serious in character, to the detri- 
ment of the national economy ; (c) it would impose insupportable 
burdens upon the State and therefore upon its tax-paying citizens.” 
Prezzi all' ingrosso c rivalutazione della lira. Guzlieluro Taglta- 
OAME. From August, 1920, the point of maximum priee rise, to 
January, 192S, the wholesale prices of imports fell by .‘14 per cent., 
the prices of exports by 28 per cent., and the prices of goods with 
mainly a national market by scarcely 20 per cent. In the same 
period prices of raw materials as a w'hole fell by 33 per cent., prices 
of semi-manufactured goods by 30 per cent., and finished goods 
by only 23 per cent. La rivalutazione della lira, i jire^zi alminuto 
ed i salari. Alessandro Moijnari. As always in a period of 
deflation, retail prices and wages have lagged behind wholesale 
prices. Some interesting observations arc made on the effective- 
ness of official measures for compelling retailers to lower the prices 
of their products. La stahilizzazione e le banche e le altre societa. 
M. Mazzitcchelli. La rivalutazione della lira e il commercio con 
Vestero. Giorgio Moutara. 
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May, 1928. Consider azioni sui “ barometri economici, C. Bresoiani- 
Turroni. a continuation of the important article published in 
the January number of the Oiornale criticising the methods of 
construction of indices of general business conditions, and the 
deductions that may bo dra^vn from such indices. L<i unijicazione 
della inonea cartacea in In^hilterra. Attilio Cabiati. “ The 
vital point of the problem consists in deciding whether the existing 
monetary equilibrium of England is stable; whether in fact it 
does not depend on a special technical banking situation, which has 
enabled hitherto the ailing national industries to continue to work 
under excessively high costs, w'hich has managed to create vast 
foreign credits and, at the same time, to paralyse the clTects on the 
commercial balance by a skilful system of compensation, by 
bounties to industries, by protective tariffs, by imperial prefer- 
ences, by the contraction of wages reduced for some classes of 
workers below the earnings of similar workers abroad, and, finally, 
by a continual process of redistribution of wealth.” 

June, 1 928. hifiazione e prezzi in Russia prima della rijorma monelaria 
bolsc£vica. J. Griziotti Kretschmann. Index numbers of 
price movements and of circulation show (1) that prices increased 
in 1922 less rapidly than circulation under the influence of the 
improvement of economic conditions following on the N.E.E. ; 
(2) that in the second half of 1923, on the other hand, the rise of 
prices was at a considerably faster rate than the increase of 
circulation; (3) that the discount on paper money in relation to 
gold w'as smaller than the decrease in the purchasing power of the 
ruble in terms of commodities on the domestic market; (4) that 
the inflation and the depreciation of the ruble did not affect the 
exportation of Russian commodities. Media nritmetim e media 
geornetrica nel calcolo del numcri indici dei prezzi all’ ingrosso. 
G. Taijlicarne. a plea for the adoption of the geometric in 
place of the arithmetic mean in the calculation of index numbers. 
A number of index numbers arc cited for different countries in 
whicli widely different re.sults arc obtained according to the t^qic 
of mean employed, and it is contended that the geometric mean 
normally gives much the more trustwortliy result. Stdla tussa- 
ziove del risparmio. Renzo Eubint. An elaboration of the note 
published by the same author in the Rijorma Sociale for March - 
April, 1928. 

La Rijorma Sociale (Turin). 

May- June, 1928. Elemenli soggeitivi cd oggettivi nella Jormazione del 
risparmio. G. Sacerdote-Iachia. Injlazione e dcjlazione 7ici 
rijiessi finanziari. Giovanni Carano-Donvito. L'industria 
iialiana delle antomobili e la j)rotezione dogavale. Edoardo 
Giretti. In 1927 33,132 motor-cars valued at 005,300,000 lire 
were exported from Italy, wliile imports amounted to 3832 cars 
valued at 48,700,000 lire. Ninety per cent, of the imports came 
from the United States and consisted mainly of the cheaper 
qualities of cars. Under the present tariff the duty on a Ford 
car amounts to 61 -9 per cent, on its value at the Italian frontier. 
It is not, therefore, lack of sufficient protection which prevents the 
Italian motor industry from producing cheap cars at competitive 
prices. II cosidetto “ Dollar Standard ” e la politica monciaria del 
“ Federal Reserve System^* Attilio Cabiati. An examination 
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of the trend of gold movements and of credit since the war shows 
that the Federal Reserve Board have by no means completely 
sterilised the new gold imported into the United States since 1920, 
but that it has in fact acted as the basis for an enormous expan- 
sion of credit. That this has been accomplished without a rise 
in prices does not affect the fact that the credit expansion has 
been dependent upon a great increase in gold supplies. The post- 
war autonomous credit and price policy of the Federal Reserve 
Board is threatened from two directions : the recent exodus of 
gold from the United States may make the maintenance of the 
present price level impossible ; and so much gold may flow to other 
centres that the Board may cease to be in a position to act inde- 
pendently of the Central Banks in other countries. Braccianti — 
Imponibile di mano d^opera e mezzadria. Peimo Bandi. 

Metron (Rome). 

March, 1028. La concentrazione della popolazione. M. Saibante. 
The main conclusions of this investigation into the concentration 
of population in different countries are : (1) in general the greater 
the density of population the smaller is its concentration in urban 
agglomerations ; (2) the population of the various countries tends 
to bo agglomerated in certain points the number of which varies 
inversely with tlieir size in accordance with a constant relation, 
which can bo proved mathematically, and this principle applies 
also to the population of the different regions within a country ; 
(3) the degree of concentration of population in different countries 
depends largely upon economic and social factors ; (4) there is a 
fairly high correlation between wealth and income per head and 
the degree of concentration of population. 

Scientia (Bologna). 

11 “ Dumping ” e i suoi effetii sul commercio intermzionale. A. Cutrera. 
Dumping is defined as a “ sale below cost made in order to conquer 
a foreign market.” In this sense dumping is much rarer than is 
commonly imagined. The damage done to the industry affected 
in the importing country may bo partly compensated by the gain 
to the consumers of the dumped products. The consumers of the 
dumping country bear most of the burden at first, but they may 
benefit subsequently from the resulting expansion of the industry. 
Anti-dumping duties are useful if used with caution, but they may 
easily provoke reprisals and cause greater harm than that occasioned 
by the dumping practice. (Juno, 1928). 

Revisia Nacional de Economia (Madrid). 

March-April, 1928. Dinamismo de los Precios y Carestia de la Vida. 
0. F. Banos. This article, begun in the last issue, contains an 
elaborate statistical analysis of prices, currency circulation, 
reserves, discount rates and trade of the principal countries in the 
world betw^ecn 1913 and 1927. The correlations between the different 
scries are worked out. It is found that, for secular movement, 
there is no marked parallelism between the different factors, but, for 
movements of average duration, the correlations are significant 
but not perfect. The movement of prices cannot, therefore, bo 
explained by any one alone of the factors, but, for the building up 
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of a realistic theory, changes in volume of the circuLating medium 
constitute the best starting-point. 8ome recent refinements of the 
quantity theory of money are dealt with in detail. In beginning 
a discussion of the influences affecting cost of living the author 
discusses inflation and its indirect results. Experiencia y fantasia 
en las aplicaciones del cdlculo de probabilidades. L. Amoroso. 
“ Theories and methods daily being applied under the name of 
actuarial mathematics in insurance offices may be laid down a.s 
a logical system independent of the concept of chance.” A 
semi-philosophical discussion of the laws of chance. El Cridito 
Agricola. G. Manueco. Distinction made between agricultural 
credit and credit on land ; the former being credit on the security 
of circulating capital, the latter on fixed capital. In dealing with 
land credit the relative advantages of raising credit on the security 
of land and selling land to obtain the necessary resources are 
compared. The conclusion is that, in Spain, the method of 
mortgage might usefully be more generally applied, 1 hough 
mortgages arc expensive and particularly burdensome in unirrigated 
areas. The peculiar qualities of agricultmal credit arc discussed 
and criticism advanced against authorities quoted. In Spain 
agricultiiral credit is provided by three official bodies — the Banco 
Hipotecario, los Positos, el Servicio Nacional dc Crediti Agricola. 
In addition agricultural syndicates and banks grant some credits. 
Tho history, metliods of working and suggested improvements of 
the official bodies are described in detail. El Monojiolio de 
Petrdleos. S. de Z.^ragoza. The sale of petrol and its derivatives 
has been leased, by the Spanish Government, to a distributing 
company. The author, combating certain criticisms of the 
scheme, asserts that, in this case, the fiscal monopoly has been 
devised for the good of the nation and not that of the company. 
He regards this scheme as preferable to many other existing 
monopolies, and believes that tho close control which tho State 
exercises under the petrol monopoly is an earnest of improved 
conditions in this branch of Government administration. 
Condiciones esenciales para recobrarel mercado mundial. 8. Machin. 
Interpretacidn de la ley del Timbre. J. de Lanuza. A discussion 
of tho practical working of stamp duties in company and share 
transactions. Misidn a realizar. J. M. Sabat. A plea for State 
encoinagement of industry in Spain. The author believes that 
Spain lags behind other European countries only because her 
indu.stries have lacked the fostering attentions of the Central 
Authority. 

Be Economist (Haarlem). 

May, 1928. Hei Inter nationaal Arbeidsbureau. R. A.Fockema. An 
attack on the International Labour Office and ]\lr. Albert Thomas. 
The writer recalls the words of the Journal des Ddbats (Dec. 1 , 1918) 
approving of international agreements, “en prenant les precautions 
n6cessaires pour no soumettre a ce regime que les maticres et les 
pays qui comportent une telle conformity.” This warning has not 
been observed . Decisions are frequently due to the representatives 
of States which are in no wise interested in the subject under 
discussion. Promises have been held out which are incapable of 
fulfilment, and non-compliance is then attributed to the bad faith 
of Governments or of the capitalists. It is unfortunate tliat the 
No. 151. — VOL. XXXVIII. MM 
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task of the I.L.O. is limited to the “interests of the workers 
these are interwoven witli the whole social life. The impression 
is created that the interests of the workers are something apart, 
opposed to a hostile power. Mr. Albert Thomas is a theoretician, 
wit h ])reconceivcd ideas ; lie shuts his eyes to reality. He has been 
and still is the advocate of a complete social revolution, and his 
actions are directed to this end. The questions of Unemployment 
Insurance and the Eight-hours Day arc examined at some lengtii. 
In summary the T.L.O. is an institution for the international 
propagation of Socialism. It preaches, for the present time, the 
abolition of personal responsibility in economic life, and that 
the estate is ultimately responsible for everything ; its Socialism is 
that of the class struggle. De Amsterdamsche Wisselbank in de 
zcvoifiendc eejnr 11. J. (1. van Dillen. Continues the history of 
the Bank of Amsterdam up to 1083; analyses the sources of the 
Bank’s profits. 

JrxE, 1028. Ilct heleggingsvraagstuk voor de Rijksfondsen en de voor- 
stclJpn der Commissie van Gijn. J. J. Korndorffer. A dis- 
cussion of the Report of the van Gijn Commission on the question 
of the simplilication of administration of State funds (social 
insurance and pensions), especially with regard to investment. 
(See Economic Journal, June 1928, p. 340.) Vergelijkend overzkht 
van de immlgratic <:n blijvende vestiging van Javanen en Britsch- 
Indiers in Surinaine. J. W. Burger. A comparison of the 
immigration of Javanese and British Indians into Dutch Guiana. 
The question of immigration became urgent in 1803 with the 
abolition of slavTry. Tlie first agreement for the recruitment of 
British Indians was effected in 1870; recruitment in British India 
was finally forbidden in 1918. The characteristics of the two types 
of immigrants, their suitability for the work of permanent colonisa- 
tion after the expiry of their ]ieriod of indentured service and other 
aspects of the question are discussed in detail. 

International Labour Review. 

.^^AY, 1928. The Measurement of Risk in connection with Labour 
Statistics. J. \V. Nixon. More precise definition is given of the 
two “ rates ” involved — the frequency rate and the severity rate — 
in different kinds of labour risk. The Growth of the Corporation in 
Italy. U. AnxAL’D. Seasonal Fluctuations in Migration. L. 
Varlez. Wage Changes in Great Britain, 1922-27. 

J UNE, 1 928. Rationalisation and U nemployment. II . Fuss. Examiiia- 
tioii of various kinds of rationali.sation leads to the conclusion that 
only to a modified extent do they create unemployment. The 
instances of Gcrraaiiy and America do not show any causal relation. 
There is enougli continuous risk to justify the policy of social 
insurance ; ami rationalisation itself should be applied to some 
fundamental causes of unemployment. The Handicraftsman and 
Modern Industry. H. Rabino witch. An important contri- 
bution, showing the persistence of handicraft, in many cases even 
assisted by large-scale developments. An examination is made of 
the special problems — such as training and sharing in social legis- 
lation — of the ‘ ‘populous and hybrid world ’ ’ of handicraftsmen. A n 
Inquiry into Working Conditions in Coal Mines. F. Maurette. 



1928] 


RECENT PERIODICALS AND NEW BOOKS 


523 


NEW BOOKS. 

British. 

Arndt (E. TT. D.). Banking and Currency Development in Soutli 
Africa (1652-1027) ; with an appendix on the rise of savings banking 
in South Africa. Capo Town: Jiita & Co. 8|". Pp. 542. 25.9. 

Banerjea (P.). Indian Finance in the Days of the Company. 
Macmillan. 8^". Pp. 302. 12^. 6f/. 

Beveridge (W. H.). British Food Control. IT. ]\Iilford. OJ". 
Pp. XX -f 446. 175. 6d. (Economic and Social History of the World 
War, British Scries.) 

Bowley (A. L.). F. Y. Edgeworth’s (..‘ontributions to Mathe- 
matical Statistics. Hoyal Statistical Society. SP'. Pp. 1,3!). 5.9. 

Bowley (A. L.). Official Statistics : what they contain anrl how 
to use them. Second edition. H. Milford. 7". Pp. 72. 2.9. 6f/. 

Br.\dy (A.). William Huskis.son ami Liberal Ileform. An es.say 
on the change in economic policy in the twiaities of tlic nineteenth 
century. Oxford Univ. Press. {)". Pp. 177. 12.9. (Ir/. 

Crofton (U. H.). Statistics of the Zanzibar Protectorate, 1803- 
1927. Zanzibar. 10". Pp. 24. 

Defoe (Daniel). A Plan of the English Commerce. Being a 
compleat prospect of the trade of this nation, as well the borne trade 
as the foreign. ... Oxford. B. Blackwell. 7j". Pp. xix I - 277. 65. 

Fay (d R.). Two Empires, (’ambridge : Bowes & Bowes. 8.1". 
Pp. 24. 6^/. 

Fay (C. H.). Croat Britain from A<lam Smith to the Present Day. 
An economic and social survey. Longmans. 81". Pp. 458. 125. 6rf. 

Gordon (A. P. L.). The Problem of Trust and Monopoly Control. 
Boutledge. 71". I’p. 186. 5,9. 

Harrop (A. J.). The Amazing Career of Edward (Bbbon Wake- 
field. With extracts from "A Letter from Sydney" (1829). Allen 
& Unwin. 7J". Pp. 253. 7,9. tw/. 

Herendi (L.). a Coniyileto Dictionary of Banking Terms in three 
Languages (English-German-French), with alphabetic system in each 
of these languages. Pitman, 91". Pp. 146 -j- ^^19 -f 154. 21.9. 

Humphrey (A. W.). The ISIodern Case for Socialism. Allen & 
Unwin. 8.i". Pp. 272. 12,9. 6^/. 

Kann (E.). The Currencies of China. An investigation of silver 
and gold transactions alTccting China, with a section on copper. Second 
edition, revised. P. S. King. 9|". Pp. xxxiv -|' 305. 

I Reviewed in our issuo of SejRomber 1926.] 

Keppel (A. J. W.). The Theory of the Cost-price System. With 
an introduction by J. A. Hobson. Allen & Unwin. 7". Pp. 188. 
65. 

Kinloch (T. F.). Six English Economists. Gee & Co. 8J". 
Pp. 76. 55. 

Munro (N.). The History of the Royal Bank of Scotland, 1727- 
1927. Edinburgh. Privately Printed by R. & R. Clark, Ltd. 8J". 
Pp. 417. 
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Raynes (J. R.)- Coal and its Conflicts. A brief record of the 
disputes between capital and labour in the coal-mining industry of 
Croat Britain. E. Benn. Oi". Pp. 342. 21 j. 

Robertson (J. M.). The Political Economy of Free Trade. P. S. 
King. Pp. 190. Hs. M. 

SiiAW {Bernard). The Intelligent Woman’s Guide to Socialism. 
Constable. Pp. 495. lo^. 

Shields (B. F.). The Evolution of Industrial Organisation. 
Pitman. $1". Pp. 296. lOs. Cd. 

Spalding (W. F.). Dictionary of the World’s Currencies and 
Foreign Exchanges. Pitman. 9J". Pp. 190. 30^. 

Spicer (R. S.). British Engineering Wages. Arnold. 8.P'. Pp. 
151). 10.9. tW. 

Valk (W. L.). The Principles of Wages. P. S. King. 8J". 
Pp. 139. 8 . 9 . Gd. 

ZiMMERN (A.). Learning and Leadership. A study of the needs 
and the possibilities of international intellectual co-operation. Oxford 
Univ. Press. 8]". Pp. 111. os. 

American. 

Alsberg (C. L.) and Taylor (A. E.). The Fata and Oils : a genera! 
view. Food Research Institute, Stanford University, California. 8J". 
Pp. 103. 

[■‘ A sirnpl(’, elementary, and non-technieal exposition of the j)rocliiclion, the 
teeliiiology, and the inter-rclationH of the various fata and oils,” to show the 
influenee of tlu'se i)rocliiets on Hgri(?ulture and industry.] 

American Federation of Labor. Wages, and Labor’s Share 
in the Value added by Manufacture. Washington. 7". Pp. 224. 
50 cents. 

Bennett (Merrill K.). Farm Cost Studies in the United States. 
Food Research Institute, Stanford University, California, 8J’'. 
Pp. 289. 

Buell (R. L.). The Native Problem in Africa. Macmillan. 9|". 
2 vols. 

Bukoe.ss (W. R.), The Reserve Banks and the Money Market. 
Vvlth ail introduction by Benjamin Strong, Governor of the Federal 
Reserve Bank of New York. Harper & Brothers. 8". Pp. xxiii -\- 
328. 12,9. ikl. 

Bye (R. T.) and Hewett (W. W.). Applied Economics. The 
application of economic principles to the problems of economic life. 
New York : A. Knopf. 9}'’. Pp, 655. 255. 

CoNDLiFFE (J. B.). (Ed.). Problems of the Pacific. Proceedings 

of the Second Conference of the Institute of Pacific Relations, Honolulu, 
Hawaii, July 15 to 29, 1927. University of Chicago Press, 91", Pp. 
630. S3. 

D.exter (P.) and Sedgwick (J. H.). The War Debts. An 
American view. Macmillan. 7^". Pp. 173. 6s. 6d. 

Fisher (H. H.). America and the new Poland. Macmillan. 

Pp. 403. 155. 
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Hamilton (H. W.) and Wrioht (H. R.). A way of Order for Bitu- 
minous Coal. New York. (London, Allen and Unwin.) 7J\ Pp. 
365. 105. 

Patton (H. S.). Grain Growers* Co-operation in Western Canada. 
Harvard University lYess. (I^ndoii, H. Milford.) 8|''. Pp. 471. 
235. (Harvard Economic Stiidie.s, 32.) 

Patterson (E. M.). Tests of a Foreign Government Bond. New 
York ; Payson & Clarke. 9". Pp. 224. $- 50. 

Ross (E. A.). Standing Room Onlv ? New York : Century Co. 
1927. 8". Pp. 368. $3. 

Seltzer (L. H.). A Financial History of the American Auto- 
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Re.search Institute. Stanford University. 81". Pp. 135. 
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TuawELL (R. G.). Industry’s (k)ming of Age. New York : 
Harcourt, Brace & Co. Pp. 274. 
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Aft ALIGN ( A . ) . Cours de Stati.stiq ue. Paris : Lcs Presses Universi- 
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Keynes (J. M.). Reflexions siir le Franc et sur quelques autres 
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INCREASING RETURNS AND ECONOMIC PROGRESS ^ 

My subject may appear alarmingly formidable, but I did 
not intend it to be so. The words economic progress, taken by 
themselves, would suggest the pursuit of some philosophy of 
history, of some way of appraising the results of past and possible 
future changes in forms of economic organisation and modes of 
economic activities. But as I have used them, joined to the 
other half of my title, they are meant merely to dispel appre- 
hensions, by suggesting that I do not propose to discuss any of 
those alluring but highly technical questions relating to the 
precise way in which some sort of equilibrium of supply and 
demand is achieved in the market for the products of industries 
which can increase their output without increasing their costs 
proportionately, or to the possible advantages of fostering the 
development of such industries while putting a luindicap upon 
industries whose output can be increased only at the expense of 
a more than proportionate increase of costs. I suspect, indeed, 
that the ai)paratus which economists have built up for dealing 
effectively with the range of questions to which 1 have just 
referred may stand in the way of a clear view of the more general 
or elementary aspects of the phenomena of increasing returns, 
such as I wish to comment upon in this paper. 

Consider, for example, Alfred Marshall’s fruitful distinction 
between the internal productive economies which a particular 
firm is able to secure as the growth of the market permits it to 
enlarge the scale of its operations and the economics external 
to the individual firm which show themselves only in changes of 
the organisation of the industry as a whole. This distinction 
has been useful in at least two different ways. In the first place 
it is, or ought to be, a safeguard against the common error of 
assuming that wherever increasing returns operate there is neces- 
sarily an effective tendency towards monopoly. In the second 
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place it simplificri the analysis of ilie manner in which tlio prices 
of commodities produced under conditions of increasing returns 
are determined. A representative firm Avithin the industry, 
maintaining its own identity and devoting itself to a given range 
of activities, is made to bo the vehicle or medium through which 
the economics achieved by tlic industry as a whole are transmitted 
to the market and liave their effect upon the price of the product. 

The view of the nature of the processes of industrial progress 
which is implied in tiie distinction between internal and external 
economics is necessarily a partial view. Certain aspects of those 
processes are illiiminatocl, while, for that very rea,son, certain 
other aspects, important in relation to other problems, are 
obscured. This will be clear, I think, if we observe that, although 
the internal economies of some firms producing, let us say, 
materials or ai)plianccs may figure as the external economies of 
other firms, not all of the economies wliich are 2 )roperIy to be 
called external can be accounted for by adding uj) the internal 
economies of all the separate firms. When avo look at the internal 
economies of a particular firm Ave cjivisage a condition of com- 
parative stability. Year jif ter year the firm, lilvc its competitors, 
is manufacturing a particular product or group of products, or is 
confining itself to certain definite stages in the AA'ork of forwarding 
tlic producis toAvards their final form. Its operations change in 
the sense that they are progress! v(‘ly adapted to an increasing 
output, but they arc kept within definitely circumscribed bounds. 
Out beyond, in that obscurer field from Avhich it derives its external 
economies, changes of anotJier order arc occurring. Ncav pro- 
ducts arc appearing, firms are assuming ncAV tasks, and ncAv indus- 
tries are coining into b(‘iiig. In short, change in this external 
field is qualitative a.^ aatU as quantitative. Mo analysis of tlic 
forces making for economic equilibrium, forces which avc might 
say are tangential at any moment of time, Avill serve to illumine 
this field, for movemcuits aAvay from equilibrium, departures 
from prcA^ioiis trends, are characteristic of it. Not much is to 
be gained by probing into it to see hoAV increasing returns sIioav 
themsel\"es in the costs of indmdual firms and in the prices at 
which they offer their ])roduct.s. 

Instead, Ave have to go back to a simpler and more inclusive 
view, such as some of the older economists took when they con- 
trasted the increasing returns Avhich they thought Avere charac- 
teristic of manufacturing industry taken as a whole with the 
diminishing returns which they thought were dominant in agri- 
culture because of an increasingly unfavourable proportioning 
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of labour and land. Most of them were disa])poiniingly vague 
with respect to the origins and the precise nature of the “ improve- 
ments ’’ which they counted upon to retard somewhat the opera- 
tion of the tendency towards diminishing returns in agriculture 
and to secure a progressively more effective use of labour in 
manufactures. Their opinions appear to have rested partly 
upon an empirical generalisation. Improvements had been 
made, they were still being made, and it might be assumed that 
they would continue to be made. If they had looked back they 
would have seen that there were centuries during which there 
were few significant changes in either agricultural or industrial 
methods. But they w’cre living in an age when men had turned 
their faces in a new direction and wheTi economic progress was 
not only consciously sought but seemed in some way to grow 
out of the nature of things. Improvements, tlien, were not 
something to bo explained. They were natural ])hcnomeiia, like 
the precession of the equinoxes. 

There were certain important exceptions, however, to this 
incurious attitude towards what might seem to be one of the 
most important of all economic problems. Senior’s positive 
doctrine is well knowTi, and there were others who made note of 
the circumstance that with the growth of population and of 
markets new opportunities for the division of labour appear and 
new advantages attach to it. In this way, and in this way 
only, were the generally commonpkice things which they said 
about “ improvements ” related to anything which could properly 
be called a doctrine of increasing returns. They added nothing 
to Adam Smith’s famous theorem that the division of labour 
deixuids upon the extent of the market. That theorem, I have 
always thought, is one of the most illuminating and fruitful 
generalisations which can be found anywhere in the whole litera- 
ture of economics. In fact, as I am bound to confess, I am 
taking it as the text of this paper, in much tlie way that some 
minor composer borrows a theme from one of the masters and 
adds certain developments or variations of his own. To-day, of 
course, wo mean by the division of labour something much 
broader in scope than that splitting up of occupations and develop- 
ment of specialised crafts which Adam Smith mostly had in 
mind. No one, so far as I know, has trieil to enumerate all of 
the different aspects of the division of labour, and I do not propose 
to undertake that task. I shall deal with two related aspects 
only : the growth of indirect or roundabout methods of production 
and the division of labour among industries. 
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It is generally agreed that Adam Smith, when he suggested 
til it the division of labour le.ads to inventions because workmen 
engaged in specialised routine operations come to see better 
waj^s of accomplishing the same results, missed the main point. 
Tlie important thing, of course, is that with the division of labour 
a grouj) of comi)lcx processes is transf(n*med into a vsuccession of 
simph'r processes, some of which, at least, lend themselves to 
the use of machinery. In the use of macliinery and the adoption 
of indirc'ct proct^sses tluu’e is a furth(‘r division of labour, the 
economies of whicdi are again limited by the extent of the market. 
It would be wasteful to mak(i a hammer to drive a single nail ; it 
would be belter to use whatevcT awkw'ard implement lies con- 
veniently at liand. It would be wasteful to furnish a factory 
with an elaborate equi])ment of sj)ecially constructed jigs, gauges, 
lathes, drills, presses and conveyors to l)uild a hundred auto- 
mobiles ; it wo\dd be better to rely mostly ui)Oii tools and machines 
of standard ty])es, so as to make a relatively larger use of directly- 
applied juid a relatively smaller use of indirectly -applied labour. 
Mr. Ford’s methods would be absurdly uneconomical if his raitput 
were very small, and would be unjnofUable even if his out])ut 
were what many other manufacturers of automobiles would call 
large. 

Then, of cours(% there arc economics of what might be called 
a secondary order. How far it J^ays to go in efpii])ping factories 
with special appliances for making hammers or for constructing 
specialised machiiKuy for use in making dilTerent parts of auto- 
mobiles depends again upon how many nails are to be driven 
and how many automobiles can be sold. In some instances, I 
suppose, these secondary economies, though real, have only a 
secondary importance. The derived demands for many types of 
specialised production aj)pliances are inelastic over ci fairly large 
range. If the benefits and the costs of using such appliances 
are spread over a relatively large volume of tinal products, their 
technical effectiveness is a larger factor in determining whether it 
is profitable to use them than any difference which producing 
them on a large or a small scale would commonly make in their 
costs. In other instances the demand for productive appliances 
is more elastic, and beyond a certain level of costs demand may 
fail completely. In such circumstances secondary economies may 
become highly important. 

Doubtless, much of what I have said has been familiar and 
even elementary. I shall venture, nevertheless, to put further 
stress upon two points, which may be among those which have 
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a familiar ring, but which appear sometimes to be in danger of 
being forgotten. (Otherwise, economists of standing could not 
have suggested that increasing returns may b(i altogether illusory, 
or have maintained that where they are present they must lead 
to monopoly.) The first point is that the primnpal economies 
which manifest themselves in increasing returns are the economies 
of capitalistic or roundabout methods of production. These 
economics, again, arii largely identical with the economies of the 
division of labour in its most important modern forms. In fact, 
these economies lie under our eyes, but we may miss them if 
we try to make of large-scale production (in the scuise of pro- 
duction by large firms or large indllstri(^s), a-s contrasted with 
large production, any more tlian an incidtait in the general ])ro- 
ccss by which increasing returns are secured and if accordingly 
we look too much at the individual firm or even, as I shall suggest 
presently, at the individual industry. 

The second point is that the economics of rouiHlabout methods, 
even more than the economies of other forms of the division of 
labour, depend upon the extent of the market — and that, of 
course, is why we discuss them under the head of increasing 
returns. It would hardly be necessary to stress this point, if 
it were not that the economies of large-scale operations and of 
“ mass-production ” are often referred to as though they could 
be had for the taking, by means of a rational ” reorganisation 
of industry. Now I grant that at any given time routine and 
inertia play a very large ])art in tlie organisation and conduct of 
industrial operations. Real leadership is no more common in 
industrial than in other pursuits. New catch-words or slogans 
like mass-production and rationalisation may operate as stimuli; 
they may rouse men from routine and lead them to scrutinise 
again the organisation and processes of industry and to try to 
discover particular ways in which they can be bettered. For 
example, no one can doubt that there are genuine economies to 
be achieved in the way of “ simplification and standardisation,’* 
or that the securing of these economics requires that certain 
deeply rooted competitive wastes be extirpated. This last 
requires a definite concerted effort — precisely the kind of thing 
which ordinary competitive motives are often powerless to effect, 
but which might come more easily as the response to the dis- 
semination of a new idea. 

There is a danger, however, that we shall expect too much 
from these “ rational ” industrial reforms. Pressed beyond a 
certain point they become the reverse of rational. I have 
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naturally been interested in British opinions respecting the reasons 
for the relatively high productivity (per labourer or per hour of 
labour) of representative American industries. The error ol 
those who suggest that the explanation is to be found in the 
relatively high w’ages which prevail in America is not that they 
confuse cause and effect, but that they hold that what are really 
only two aspects of a single situation are, the one cause, and the 
other effect. Those who hold that American industry is managed 
better, that its leaders study its problems more intelligently and 
plan more courageously and more wisely can cite no facts in 
sup])ort of their opinion save the differences in the results achieved. 
Allowing for the circumstance that British industry, as a whole, 
has proved to be rather badly adjusted to the new post-war 
economic situation, I know of no facts which prove or oven 
indicate thiit llritish industry, seen against the background of 
its own problems and its own possibilities, is less cfliciently 
organised or less ably directed than American industry or the 
ind\istry of any other count jy. 

Sometimes the fac.t that the average American labourer worlc^i 
with the help of a larger supply of power-driven labour-saving 
machinery than the labourer of other countries is cited as evidence 
of the superior intelligence of the av(‘rag(^ American employer. 
But this will not do, for, as every economist knows, the greater 
the degree in which labour is j)roductivo or scarce — the words 
have the same meaning-- the greater is the relative econom}'' of 
using it in such indirect or roundabout ways as arc technically 
advantageous, even though such proceduni calls for larger 
advances of capital than simpler metJiods do. 

It is encouraging to find that a fairly large number of com- 
mentators upon the volume of the American industrial product 
and the scale of American industrial organisation have come to 
surmise that the extent of the American domestic market, un- 
impeded by tariff barriers, may liave something to do with the 
matter. Tliis opinion seems even to be forced upon thoughtful 
observers by the general character of the facts, whether or no 
the observers think in terms of the economists’ conception of 
increasing returns. In certain industries, although by no moans 
in all, productive methods are economical and profitable in 
America which would not be profitable elsewhere. The import- 
ance of coal and iron and other natural resources needs no com- 
ment. Taking a country’s economic endowment as given, how- 
ever, the most important single factor in determining the effective- 
ness of its industry ajipears to bo tlic size of the market. But 
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just what constitutes a large market ? Not area or population 
alone, but buying power, the capacity to absorb a large annual 
output of goods. Tins trite observation, lunvever, at once sug- 
gests another equally trite, namely, that capacity to buy depends 
upon capacity to produce. In an inclusive view, considering the 
market not as an outlet for the products of a particular industry, 
and therefore external to that industry, but as tl\e outlet for goods 
in geiK^ral, the size of the market is determined and defined by 
the voluim^ of production. If this statenuait needs any quali- 
ficatitin, it is that the conception of a market in this inclusive 
sense — an aggregate of productive activities, tiial together by 
trade -- carries with it the notion that there must be some sort 
of balance, that ditferent productive activities must be pro- 
portioned one to another. 

Modified, then, in the light of this broader conception of the 
market, Adam Smith’s dictum amounts to the theorem that the 
division of labour depends in large j^iart upon the tlivision of 
labour. This is more than mere tautology. It, means, if I read 
its significance rightly, that the counter forces wliich are con- 
tinually defejiting the forces which make for economic equilib- 
rium are more pervasive^ and more decjily rooted in the con- 
stitution of the mod('rn economic system than we commonly 
realise. Not only n(‘W or adv('ntilious elements, (!oming in from 
the outside, but elmnents which arc permanent charact(‘ristics 
of the ways in which goods arc ])roduced make continuously for 
change. Every important advance in the organ!, nation of jiro- 
duction, n'gardless of wh(‘ther it is based upon anything which, 
in a narrow or technical sense, would be called a new “ invention,” 
or involves a, frcsli application of tlu‘ fruits of .sdentific progress 
to industry, alters the conditions of industrial activity and 
initiates responses elsewhere in the iudii, atrial structure which 
in turn liavo a further unsettling (dfeet. ’Phus eliange bt'comes 
progressive and propagates itself in a eiimulative 

The apparatus whicli ecom-mists liave hiiilt uj) for the analysis 
of su])ply and demand in their relations to prices do(‘s not seem 
to be particularly helpful for the purposes of an inquiry into thesii 
broader as])e(!ts of increasing returns. In fact, as 1 have already 
suggested, reliance upon it may divert attention to inehhntal 
or partial aspects of a process which ouglit to be seen as a w'liole. 
If, nevertheless, one insists upon seeing just how far one eaii 
get into the problem by using the formulas of sup])ly and demand, 
the simplest way, I suppose, is to begin by inquiring into the 
operations of reciprocal demand when the commodities exchanged 
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are produced competitively under conditions of increasing returns 
and wlien the demand for each commodity is clastic, in the special 
sense that a small increase in its supply will be attended by an 
increase in the amounts of other commodities which can be had 
in exchange for it.^ Under such conditions an increase in the 
supply of one commodity is an increase in the demand for other 
commodities, and it must be supposed that every increase in 
demand will evoke an increase in supply. The rate at which any 
one industry grows is conditioned by the rate at which other 
industries grow, but since the elasticities of demand and of supply 
will differ for different products, some industries will grow faster 
than others. Even with a stationary population and in the 
absence of new discoveries ^ in pure or applied science there are 
no limits to the process of expansion except the limits beyond 
which demand is not elastic and returns do not increase. 

If, under these hypothetical conditions, progress were un- 
impeded and frictionless, if it were not dependent in part upon 
a process of trial and error, if the organisation of industry were 
always such as, in relation to the immediate situation, is most 
economical, the realising of increasing returns might bo pro- 
gressive and continuous, although, for technical reasons, it could 
not always proceed at an even rate. But it would remain a 
process requiring time. An industrial dictator, with foresight 
and knowledge, could hasten the pace somewhat, but he could 
not achieve an Aladdin-like transformation of a country’s industry, 
so as to reap the fruits of a half-century’s ordinary progress in a 
few years. The obstacles are of two sorts. First, the human 
material which has to be used is resistant to change. New 
trades have to be learnt and new habits have to be acquired. 
There has to be a new geographical distribution of the population 
and established communal groups have to be broken up. Second, 
the accumulation of the necessary capital takes time, even 
though the process of accumulation is largely one of turning 
part of an increasing product into forms which will serve in 
securing a further increase of product. An acceleration of the 
rate of accumulation encounters increasing costs, into which 
both technical and psychological elements enter. One who likes 

* If the circumatance that commodity a is produced under conditions of 
increasing returns is taken into account as a factor in the elasticity of demand 
for b in terms of a, elasticity of demand and elasticity of supply may be looked 
upon as different ways of expressing a single functional relation. 

* As contrasted with such new ways of organising production and such new 
“ inventions ” as are merely adaptations of known ways of doing things, made 
practicable and economical by an enlarged scale of production. 
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to conceive of all economic processes in f^rms of tendencies towards 
an equilibrium miglit even maintain tliat increasing returns, so 
far as tliey depend upon the economies of indirect methods of 
production and the size of the market, arc offset and negated by 
their costs, and that under such simplified conditions as I have 
dealt with the realising of increasing returns would be spread 
through time in such a way as to secure an equilibrium of costs 
and advantages. This would amount to saying that no real 
economic progress could come througli the operation of forces 
engendered within tlui economic system — a conclusion repugnant 
to common sense. To deal with this point tlioroughly would 
take us too far afield . I shall merely observe, first, that the ap])ro- 
priate conception is that of a moving equilibrium, and second, 
that the costs which (under increasing returns) grow less rapidly 
than the product are not the “ costs ” which figure in an “ equilib- 
rium of costs and advantages.” 

Moving away from these abstract considerations, so as to get 
closer to the complications of the real situation, account has to 
be taken, first, of various kinds of obstacles. The demand for 
some products is inelastic, or, with an increasing supply, soon 
becomes so. The producers of such commodities, how^ever, often 
share in the advantages of the increase of the general scale of 
production in related industries, and so far as they do productive 
resources are released tor other uses. Then there an^ natural 
scarcities, limitations or inelasticities of siqiply, such as effectively 
block the way to the securing of any important economies in the 
production of some commodities and which impair the effective- 
ness of the economies secured in the production of other com- 
modities. In most fields, moreoviu’, progri'ss is not and cannot 
be continuous. The next imjiortant step forw^ard is often initially 
costly, and cannot be taken until a certain quantum of prospective 
advantages has accumulatc<l. 

On the other side of the account are various factors which 
reinforce the influences which make for increasing returns. The 
discovery of new natural resources and of new uses for them 
and the growth of scientific knowledge arc probably the most 
potent of such factors. The causal connections between the 
growth of industry and the progress of science run in both direc- 
tions, but on which side the preponderant influence lies no one 
can say. At any rate, out of better knowledge of the materials 
and forces upon which men can lay their hands there come both 
new ways of producing familiar commodities and new products, 
and these last have a presumptive claim to be regarded as em- 
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bodying more economical uses of productive resources than the 
uses which they displace. Some weight has to bo given also to 
the way in which, with the advance of the scientific spirit, a new 
kind of interest — which might be described as a scientific interest 
conditioned by an economic interest — is beginning to infiltrate 
into industry. It is a point of controversy, but I venture to 
maintain that under most circumstances, though not in all, tlie 
growth of population still has to be counted a factor making 
for a larger per capila product — although even that cautious 
statement needs to be interpreted and qualified. But just as 
there may bo population growth with no increase of the average 
per capita product, so also, as 1 have tried to suggest, markets 
may grow and increasing returns may be secured while the 
population remains stationary. 

It is dangerous to assign to any single factor the leading role 
in that continuing economic revolution w’hich has takem the 
modern world so far away from the world of a few liundred years 
ago. But is there any other factor which has a better claim to 
that role than the persisting search for markets ? No other 
hypothesis so well unites economic history and economic theory. 
The Industrial llevolution of the eighteenth century has come 
to be generally regarded, not as a cataclysm brought about by 
certain inspired im])rovemcnts in industrial technique, but as a 
series of clianges related in an orderly way to prior changes in 
industrial organisation and to the enlargement of markets. It 
is sometimes said, however, that while in the Middle Ages and 
in the early modern ]ieriod industry was the sei’vant of com- 
merce, since the rise of ‘‘ industrial capitalism ” the relation has 
been reversed, commerce being now merely an agent of industry. 
If this means that the finding of markils is one of the tasks of 
modern industry it is true. If it moans that industry imposes 
its will upon the market, that whereas formerly the things which 
were produced wore the things which could be sold, now the 
things which have to be sold are the things that are produced, 
it is not true. 

The great change, I imagine, is in the new importance which 
the potential market has in the planning and mamigc'inont of largo 
industries. The difference between the cost per unit of output 
in an industry or in an individual plant properly adai)tefl to a 
given volume of output and in an industry or plant equally well 
ada])ted to an output five times as large is often much greater 
than one would infer from looking merely at the economies which 
may accrue as an existing establishment gradually extends the 
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scale of its operations. Potential demand, then, in the planning 
of industrial undertakings, has to be balanced against potential 
economics, elasticity of demand against decreasing costs. The 
search for markets is not a matter of disposing of a surplus 
product,” in the Marxian sense, but of finding an outlet for a 
potential product. Nor is it wholly a matter of multiplying 
profits by multiplying sales ; it is partly a matter of augmenting 
profits by reducing costs. 

Although the initial displacement may be considerable and 
the repercussions upon particular industries unfavourable, the 
enlarging of the market for any one commodity, produced under 
conditions of increasing returns, generally has the net effect, 
as I have tried to show, of enlarging the market for other com- 
modities. The business man’s mercantilist ic em])hasis upon 
markets may have a sounder basis than the economist who thinks 
mostly in terms of economic statics is prone to admit. How far 
“ selling expenses,” for example, arc to be counted sheer economic 
waste depends upon their effects upon the aggregate product of 
industry, as distinguished from their effects upon the fortunes of 
particular undertakings. 

Increasing returns arc often spoken of as though they were 
attached always to the growth of “ industries,” and I have not 
tried to avoid that way of speaking of them, although I think 
that it may be a misleading way. The point which I have in 
mind is something more than a quibble about the jiroper definition 
of an industry, for it involves a jiarlicular thesis with respect 
to the way in which increasing returns are refl(M!led in changes 
in the organisation of industrial activities. ^luch has been said 
about industrial inti'gration as a concomitant or a natural result 
of an increasing industrial output. It obviously is, under par- 
ticular conditions, though I know of no satisfactory statement 
of just what those particular conditions are. Hut the opposed 
process, industrial ditferentiation, has been and remains the type 
of change characteristically associated with the growth of pro- 
duction. Notable as has been the increase in the complexity 
of the apparatus of living, as shown by the increase in the variety 
of goods offered in consumers’ markets, the increase in the diversi- 
fication of intermediate products and of industries manufacturing 
special products or group.s of products has gone even further. 

The successors of the early printers, it has often been observed, 
are not only the printers of to-day, with their own specialised 
establishments, but also the producers of wood pulp, of various 
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kinds of paper, of inks and their different ingredients, of type- 
metal and of type, the group of industries concerned with the 
technical parts of the producing of illustrations, and the manu- 
facturers of specialised tools and machines for use in printing 
and in these various auxiliary industries. The list could be ex- 
tended, both by enumerating other industries whicli are directly 
ancillary to the present printing trades and by going back to 
industries wliudi, while supplying the industries which supply 
the printing trades, also sup])ly other industries, concerned with 
preliminary stages in the making of final products other than 
printed books and m^wspapers. I do not think that the printing 
trades are an exceptional instance, but I shall not give ()ther 
examples, for I do not want this paper to be too much like a 
primer of descriptive economics or an index to the reports of a 
census of production. It is sufficiently obvious, anyhow, that 
over a large part of the field of industry an increasingly intricate 
nexus of specialised undertakings has inserted itself between the 
produccT of raw materials and the consumer of the final 
product. 

With the extension of the division of labour among industries 
the representative firm, like the industry of which it is a part, 
loses its identity. Its inteinal economies dissolve into the 
internal and external economies of tlie more highly specialised 
undertakings wliicli are its successors, and are supplemented by 
new economies. In so far as it is an adjustment to a new 
situation created by the growth of the market for the final pro- 
ducts of industry the division of labour among industries is a 
veliicle of increasing returns. It is more than a change of form 
incidental to the full securing of the advantages of capitalistic 
methods of production— although it is largely that — for it lias 
some advantages of its own which are independent of changes 
in productive technique. For example, it permits of a higher 
degree of specialisation in management, and the advantages of 
such specialisation are doubtless often real, though they may 
easily be given too much weight. Again, it lends itselt to a 
better geographical distribution of industrial o[)erations, and this 
advantage is unquestionably both real and important. Nearness 
to the source of supply of a particular raw material or to cheap 
power counts for most in one part of a series of industrial pro- 
cesses, nearness to other industries or to clieap transport in 
another part, and nearness to a larger centre of population in 
yet another. A better combination of advantages of location, 
with a smaller clement of compromise, can be had by the more 
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specialiBed industries. But the largest advantage secured by 
the division of labour among industries is the fuller realising of 
the economies of capitalistic or roundabout methods of pro- 
duction. This should be sufficiently obvious if we assume, as 
we must, that in most industries there are cfTective, though 
elastic, limits to the economical size of the individual firm. The 
output of the individual firm is generally a relatively small pro- 
portion of the aggregate output of an industry. The degree in 
which it can secure economies by making its own operations more 
roundabout is limited. But certain roundabout methods are 
fairly sure to become feasible and economical when their advan- 
tages can be spread over the output of the whole industry. These 
potential economics, then, are segregated and achieved by the 
operations of specialised undertakings which, taken together, 
constitute a new industry. It might conceivably be maintained 
that the scale upon which the firms in the new industry are able 
to operate is the secret of their ability to realise economies for 
industry as a whole, while presumably making profits for them- 
selves. This is true in a way, but misleading. The scale of 
their operations (which is only incidentally or iind(‘r special con- 
ditions a matter of the size of the individual firm) merely nfficcts 
the size of the market for the final products of the industry or 
industries to whose operations their own are ancillary. And the 
])rincipal advantage of large-scale operation at this stage is that 
it again makes methods economical which w’ould be uneconomical 
if tlu'ir benefits could not be diffused over a large final product. 

In recapitulation of these variations on a theme from Adam 
Smith there are three points to be stressed. First, the mecliaiiism 
of increasing returns is not to be discerned adequately by observ- 
ing the effects of variations in the size of an individual firm or 
of a particular industry, for the progressive division and specialisa- 
tion of industries is an essential part of the process by which 
increasing returns arc* realised. What is required is tluit industrial 
operations be seen as an interrelated whole. Secemd, the securing 
of increasing returns depends upon the progressive division of 
labour, and the principal economies of the division of labour, in 
its modern forms, are the economies which are to be had by using 
labour in roundabout or indirect ways. Third, the division of 
labour depends upon the extent of the market, but the extent of 
the market also depends upon the division of labour. In this 
circumstance lies the possibility of economic progress, apart 
from the progress which comes as a result of the new knowledge 
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whicJi mt*n are able to gain, whether in the pursuit of their 
economic or of their non -economic interests. 

Allyn a. Youno 


NOTE 

I.v the aecompaiiyiiig construction (which owes much to Pareto), 
a collccti\e indirfcrmcc curve, /, is defined by the condition tliat, at 
c(|ual cost, there would be no sulHcieut inducement for the community 
to alter an annual production of x units of one commodity and y units 
of another in order to secure the alternative combination of the two 
commodities indicated by any other point on the curve. ^ Each com- 
modity might i)e taken as representat ive of a s^K'cialclass of commodities, 



pi’ud\iccd under generally similar conditions. Or oiu‘ coinmc.-ditv 
might l)e made to n'prcscnt “ otlu'r goods in geiU'ral,” tiic annual 
outlay of productive exertions being regarded as constant. Altei- 
natively, one commodity might rej)ieseMt “ leisure (as a collective 
name for all non-productive uses of time), 'hhe other would then 
re2)re.sent the aggrcgati^ economic product. 

There will be (‘quilibrium (subject to instability of a kind which will 
be described prescmtly) at a point P, if at that point a curve ol ('(pial 
costs, such as d, is tangent to the indithjrence curve. The curve of 
equal costs dcliiies the terms upon which the community can exchange' 
one commodity for the other by merely producing less of the one and 
im;re of the other (abstraction being made of any incidental costs ol 

^ The colloctivo indifTerciico is to bo taken as an oxpo .itory device, not as a 
rigOioiiH conception. Tho relative weights to be assigned to the individual iic 
difforonco curves of which it is compouiulei will depend upon how tho aggregato 
product is di tribiitcd, and this will not bo tho >-aii50 for all positions of I\ 
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change). Negative curvature, as in d, reflects a condition of decreasing 
returns, in the sense that more of cither commodity can be had only 
by sacrificing progressively larger amounts of the other. Although a 
suflicient condition, the presence of decreasing returns is not a necessary 
condition of equilibrium. There would be a loss in moving away from 
P if equal costs were defined by the straight line c, which represents 
constant returns. Increasing returns, even, are consistent with 
equilibrium, provided that the degree of curvature of their graph is less 
than that of the indifference curve. It might happen, of course, that 
returns would decrease in one direction and increase in the other. 
Curve d, for example, might have a point of inflexion at or near P. 

Consider now the conditions of departure from equili))rium. The 
curve i is drawn so as to represent potential increasing ret urns between 
P and Pj, which lies on a preferred indifference curve. If these 
increasing returns were to be had meiely for the taking, if i were, for 
example, merely a continuation of the ux)per segment of d or c, P would 
not be a point even of unsta})le r(|uili))rium. The advance from P to Pi 
would be made by merely altering the proportions of the two commod- 
ities produced annually. To isolate the problem of increasing returns 
it is necessary to assume that P is a true point of equilibrium in the 
sense that it is determined by a curve of equal costs, such as d or c. 
The problem, then, has to do with the way in which the lower segment 
of d or c can be transformed into or replaced by such a curve as i. This 
requires, of co\irse, that iulditional costs be incurred, of a kind which 
have not yet been tak(*n into account. To diminish the amount of the 
one commodity which must 1)0 sacrificed for a given increment of the 
other, soiiK^ of the labour hitherto devoted to its production must bo 
used iiulirectly, so that the increase of tlie annual output cd the one 
lags behind the euitailing of the output of the other. 

'J'his new clement of cost might be talom into account by utilising a 
third dimension, but it issimjfler to regard it as o])tTaling u])oii the 
increment in x aeeompanying the movement from Pio Py, so as to move 
the iiulifference curve upon which Pi lies towartls the left. It would be 
an error, howev('r, to think tluit the combinations of x with // and .r j- 
(Ax') with y — Ay (where (A.r) is the contracted form of A.c) are 
themselves iiulifferonl, so that is, in effect, brought over on to the 
original indifference curve, /, and no advantage is reaped. The path 
from P to Pi is a preferred nnite, Jiot merely’ a segment of an iiidiflerence 
curve. The cost of moving along that route is a function of the rate 
(in time) of the movement. An equilibrium rale (which need not be 
constant), such as would lieep the movement from P to Pi continuous 
and undeviating, would be determined by the condition, not that 
(A.r) and — Ay should negate one another, but that either an accelera- 
tion or a retarding of the rate would be costly or disadvantageous. 
Because a mountain climber adjusts his pace to his physical powers and 
to the conditions of the ascent, it does not follow that he might as 
Well have stay^ed at the foot. Or, alternatively but not inconsistciitly, 
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the movement from F to may he conceived as made up of a series of 
small steps, each apparently yielding no more than a barely perceptible 
advantage, but only because the scale of reference for both costs and 
advantages depends at each step upon the position which has then been 
reached. 

Several sets of circumstances will affect the amount and direction 
of the movement. (1) Even if i has no point of inflexion, such as has 
been indicated at P^ (merely to simplify the first stages of this analysis), 
it will sooner or later (taking into account the “ contraction ” of Ax) 
become tangent to an indifference curve. In the absence of any other 
factor making for change, progress would then come to an end. (2) 
There may be another possible alternative path of increasing returns 
extending upwards from P and curving away from I. The most 
advantageous route will then be a compromise between (or a resultant 
of) the two limiting alternafives. Tn such circumstances the only 
effective limitation imi)osed upon the extent of the movement may 
come from the failure of elasticity of demand on one side or the other. 

(3) Successive indifference curves cannot be supposed to be symmetrical, 

in the sense that remains the same function of yjx. If, for 

example, the slope of succe.ssive indifference curves at points corre- 
sponding to given values of y/.r decreases (indicating that the demand 
for the commodity measured in units of y is relatively inelastic), 
freedom of movement in the direction of Pj is reduced, while it becomes 
advantageous to move a little w'ay in the opposite direction along even 
such a path as c or d. Under inverse conditions (with — dyjdx in- 
creasing relatively to yjx for successive indifference curves) the extent 
of the possible movement in the direction of is increased. This 
conclusion amounts to no mon' than tin* obvious theorem that the degree 
in which the decreasing returns encountered in certain fields of economic 
activity operate as a drag upon the securing of increasing returns in 
other fields depends upon the relative elasticities of demand for the two 
types of products. But this consideration, like the others of which note 
has been made, serves to make clear the general nature of the reciprocal 
relation between increasing returns and the “ extent of the market.” 

(4) Discoveries of new supplies of natural resources or of new productive 
methods may have either or both of tw'o kinds of effects. They may 
tilt the curves of equal cost and they may modify their curvature 
favourably. In either event a point such as P is moved to a higher 
indifference curve, and the paths along which further progress can be 
made are altered advantageously. 
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The first problem I propose to tackle is tliis : how much of 
its income should a nation save ? To answ(*r tiiis a simple rule 
is obtained valid under conditions of surprising generality; the 
rule, which will be further elucidated later, runs as follows. 

The rate of saving multiplied by the marginal utility of money 
should always be equal to the amount by which the total net 
rate of enjoyment of utility falls short of the maximum possible 
rate of enjoyment. 

In order to justify this rule it is, of couise, nec(‘ssary to make 
various simplifying assumptions : we have to suppose that our 
community goes on for ever without changing either in numbers 
or in its capacity for enjoyment or in its aversion to labour; that 
enjoyments and sacrifices at different times can be calculated 
independently and added ; and that no new inventions or improve- 
ments in organisation are introduced save such as can be regarded 
as conditioned solely by the ac<*umulation of wealth.^ 

One point should perha.j)s be emphasised mon^ particularly; 
it is assumed that wo do not discount later enjoynv'iits in com- 
parison with earlier ones, a j)ractice wliicli is (dhically indefensible 
and arises merely from the weakness of the imagination; we 
shall, however, in Section JI include such a rate of discount in 
some of our invest igation'•^ 

We also ignore altogether distiibut ional considerations, 
assuming, in fact, that the way in which consum])tion and labour 
are distributed between tlie mcmb(‘rs of the community depends 
sf)lcly on their total amounts, so that total satisfaction is a 
function of these total amounts only. 

Besides this, we neglect the dilTeri'iices between different 
kinds of goods and different kinds of labour, and suppose them to 
be expressed in terms of fixt'd standards, so that we can speak 
simply of quantities of capital, consumption and labour without 
discussing their particular forms. 

Foreign trade, borrowing and lending need not be excluded, 
provided we assume that foreign nations are in a stable state, so 

^ I.c. thoy must such as would not occur wilhout a certain degree of 
atjciimulatioii, but could bo foreseen given that degree. 

No. 152. — VOL. xxxviii. ^ 
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that the possibilities of dealing witli them can be included on 
the constant conditions ol production. Wo do, however, reject 
tlio possibility of a state of progressive indebtedness to foreigners 
continuing for ever. 

Lastly, we have to assume tliat the eommunily will always 
be governed by the same motives as regards accumulation, so 
that tliere is no chance of our savings bedng selfishly consumed 
by a subsequent generation ; and that no misfortunes will occur 
to sweoj^ away accumulations at any point in the relevant future. 

Let us then denote by x(t) and a(t) the total rates of con- 
sumption and labour of our community, and by c{t) its capital 
at time t. Its income is taken to be a general function of the 
amounts of labour and capital, and will be called /(a,c) ; avc then 
have, since savings plus consumption jnust equal income, 




Now let us denote by U{x) the total rate of ulility of a rale 
of consumption x, and by V(<i) the total rate of disutility of a 
rate of labour a\ and tlie corres2)onding marginal rates we will 
call ?/(.u) and v{a ) ; 


so that 


u{x) = 


(lU(x^ 


(!x 




We suppose, as usual, that w(.r) is never iiujreasing and r(u) lu'ver 
decreasing. 

We liave now to introduce a concept of gn'at importance in our 
argument. Suppose we ha.ve a given cajiitad r, and arc going 
neither to iiicreiisc nor dccrea'rc it. Then U{x) — V(a) denotes 
our net enjoyment per unit of time, and v*’o shall make this a 
maximum, subject to the condition that onr expenditure x is 
equal to wliat we cam ])roducc with labour a a.nd ca’pital c. The 
re<ullii)g r ite of enjoyment U{x) — F(u-) will be a function of c, 
and will, up to a point, increase as c incnaisos, since with more 
caq)ital Ave can obtain more enjoyment. 

This increase of the rate of enjoyimuit Avitli the amount of 
capital may, however, stop for either of two reasons. It might, 
in the first place, luippcii that a further increment of capital 
would nob enable us to increase either our income or our leisure ; 
or, secondly, avo might have reached the maximum conceivable 
rate of enjoyment, and so have no use for more income or leisure. 
Ill either case a certain finite capital would give us the greatest 
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ralo of onjoymc'iit ooonomioally oblainahU, wliclJicr or not this 
was the greatest rate conceivable. 

Oil the other hand, the rate of onjoyniont may never stop 
increasing as capital inensases. ddrert^ an? then two logical possi- 
bilities : either the rate of enjoyment will increase to infinity, 
or it will ap])roach asymptotically to a cerLaiii linito limit. Tire 
first of these we shall dismiss on the ground that ('ctmomic causes 
alone could never give us more than a certain finite rate of enjoy- 
ment (called above the maximum conceivabh; i*ate). There 
remains the second case, in wliich the rate of (‘iijoynKuit a])])roache3 
a finite limit, which may or may not be erpial to the maximum 
conceivable rale. This limit we shall call the maximum obtainable 
rate of enjoyment, although it cannot, strictly speaking, bo 
obtained, but only approached indefinitely. 

What we have in the several ca^•.es (‘ailed the maximum 
obtainable raUi of eiijoymcmt or utility we shall call for sliort 
Bliss or B. And in all cases we can see that the community 
must Snive enougli cither to reach Bliss after a finite time, or at 
least to appru.xiiuate to it indefinitely. For in this way alone 
U it ]iossible to makcj the amount by which enjoyment falls short 
of bliss summed throughout time a finite quantity; so that if it 
hould be possible to reach bliss or a])proach it indefinitely, this 
will be infinitc'ly more desirable than any other course of action. 
And it is bound to be possible, since by setting aside a small 
sum each year W(' can in time increase our capital to any desired 
extent.^ 

Enough must therefore be saved to reach or approach bliss 
some time, but this docs not mean that our whole income should 
be saved. The more we save the sooner we shall reach bliss, but 
the less enjoyment wc shall have now, and we have to set the one 
against the other. .Mr. Keynes has shown me that the rule 
governing the amount to bo saved can be determined at once 
from tliese con dihuMfums. Hut Indore explaining his argument 
it will ])c best to develop etpialions wliii'h cmu be used in the 
more general problems which wc; shall consider later. 

' As it strtiulfl tliis iirgument is im’oinph'li*, sim o in iIk' last considoroJ 
abovo bliss was tluj limiting vahn.', a.s capital t-'iuls to infuiity, of tho I'lijoynu-nt 
obtainaldo by spending our whole income^ and so making no provi-'^ion for increasing 

oapital further. Tho lacuna can easily bo filled by remarking that to save in 

tlm uth year woiiblbo snlVadent to int ivase fajiital to iufiuit y (slni’o T ^ is divergent ), 

and that tho loss of incoiiK^ ) would tlien decrea.sc to zero, so tliat the limiting 

valuer of ineomo and exiJendituro would be tho same. 

o 0 2 
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The first of those comes from equating the marginal disutility 
of labour at any time to the product of the marginal efficiency 
of labour by the marginal utility of consumption at that time, 

= ( 2 ) 

Tlic second equates the advantage derived from an increment 
of consumption at time /, to that derived by posti)oning it 
for an infinitesimal ])eriod zl/, which will increase its amount to 

since gives the rate of interest earned by 
waiting. This gives 


{l -1- llAl]n{x{t + At)] 


or in tlie limit 




This equation means that u{x), the marginal utility of con- 
sumption, falls at a proportionate rate given by the rate of 
interest. Consequently x continually increases unless and until 

either or ti{x) vanishes, in which case it is easy to see that i)liss 

must have been attained. 

Equations (1), (2) and (3) arc sufficient to solve our problem 
provided we know Co» given capital witli whicli the nation 
starts at t — 0, the other “initial condition ” being supplied by 
considerations as to the behaviour of the function as ^ x . 

To solve the equations we proceed as follows : noticing that 
X, a and c are all functions of one independent variable, the time, 
we have 

d r f . n, V. du r, . , f da ( fdr.dt 


VM - " 


= + v{a)^^. (Using (2), (3) and (1).) 

Consequently, integrating by parts 

u(x) .f{a,c) = xu{x) — U{x) + r(a) + a constant K, 


■■f(a,c)-x = 


K-[U{x)-V(a)} 
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We have now to identify K with what we called B, or bliss. 
This is most easily done by starting in a different way. 

f» 

/ {B — U{x) + V(a))(lt represents the amount by which 
^ 0 

enjoyment falls short of bliss integrated throughout time ; this 
is (or can be made) finite, and our problem is to minimise it. 
If we apply the calculus of vaibitions straight away, using 
equation (1), we get equations (2) and (;^) again; but if, instead 
of this, we first cliange tlie independent variable to r, we get a 
groat simplification. Our integral becomes 


rB - U(x) + V{a) 


i. 


e, (icldt 
-B - TJ(x) + V(n) 


(Jc^ 


f(a,c) - ^ 


dc. Using (1). 


Now in this x and a are entirely arbitrary functions of e, and 
to minimise the integral we have simply to minimise the integrand 
by equating to zero its partial derivatives. Taking the derivative 
with respect to x wo obtain : 

-n(x) B ~ U{x) V(a) 

(f(ax)~xr^ - ’ 

consequently /(^bc) - :r - . . (o) 

or, as wo stated at the beginning, 

rate of saving midtipJied by marginal uiilily of consumption should 
always aiual bliss 7ninus actual rale of ntility enjoyed. 

Mr. Keynes, to whom I am indebted for several other sugges- 
tions, has shown me that this result can also ho obtained by the 
following simple reasoning. 

Suppose that in a year we ought to spend £:r and save £z. 
Then the iidvantage to be gained from an extra £1 spent is u{x), 
the marginal utility of money, and this must bo equated to the 
sacrifice imposed by saving £1 less. 

Saving £l less in the year will mean that we shall only save 

h in 1 + ^ years, not, as before, in one year. Consequently, 

we shall be in 1 -f ^ year’s time exactly where we should have 

been in one year’s time, and the whole course of our approach 

^ The upper limit will not bo oo , but tho least capital with hich bliss can 
bo obtained, if this is finite, c steadily im-roases with t, at ajiy rate until the 
integrand vanishes, so that tho transformation is permissible. 
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to bliss will be postponed by ~ of a year, so that we shall enjoy 

~ of a year less bliss and - of a year more at our present rate. 

z z 

The sacrifice is, therefore, 

1{B - (U(z) - V(a)}. 


Equaling this to u(x), we get equation (5) again, if we repUce 
z by its limiting value. 

Unfortunately thi;? simple reasoning cannot be applied when 
we take account of time -discounting, and I have tlicrc^fore retained 
my equations (1)“(4), wliich can easily be extended to deal with 
more difficult problems. 

The most remarkable feature of the rule is that it is altogether 
independent of the production function f(r/, r), except in so far 
as this determines blh.s, the maximum rale of utility obtainable. 
In particular the amount we should save out of a given income 
is entirely independent of the present rate of interest, unless this 
is actually zero. The paradoxical nature of this result will to 
some extent bo mitigated later, when we find that if tijc future 
is discounted at a constant rate p and the rate of interest is 
constant and equal to r, the proportion of income to bo saved is 
a function of the ratio pjr. If p — 0 this ratio is 0 (unless r be 
0 also) and the proportion to bo saved is consequently independent 
of r. 

The rate of saving which the rule requires is greatly in excess 
of that which anyone would normally suggest, as can bo seen 
from the following table, which is put forward merely as an 
illustration. 


Family iiicorno per annum. 

Total utility. 

£160 

2 

£200 

3 

£300 

4 

£600 

5 

£1000 

6 

£2000 

7 

£5000 

8 ~ Blias. 


If we neglect variations in the aniuuai; uf Libi.ui, 
that should be saved out of a family income of £500 would ho 
about £300. For then bliss minus actual rate of utility — 8 — 
= 6. Savings = £300 and marginal utility of consumption at 
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1 1 
£200 = about (From £150 to £300 U(z) = 3 - 

13 

approximtating by fitting a parabola, so that u(x) = — 

tJr = 


It is worth pausing for a moment to consider how far our 
conclusions are alTected by considerations which our simplifying 
assumptions have forced us to neglect. The probable increase 
of population constitutes a reason for saving even more, and so 
does the possibility that future inventions will put the bliss level 
higher than at present appears. On the other hand, the prob- 
ability that future inventions and improvements in organisation 
are likely to make income obtainable with less sacrifice than at 
present is a reason for saving less. The influence of inventions 
thus works in two opposite ways : they give us new needs which 
we can better satisfy if we have saved up beforehand, but they 
also increase our productive capacity and make preliminary 
saving less urgent. 

The most serious factor neglected is the ])ossibility of future 
wars and earthquakes destroying our accumulations. These 
cannot bo adequately accounted for by taking a very low rate 
of interest over long periods, since they may make the rate of 
interest actually negative, destroying as they do not only interest, 
but principal as well. 


II 


I propose now to assume that returns to capital and labour 
are constant and independent,^ so that 
/(a,c) = pa + rc, 

where p, the rate of wages, and r, the rate of interest, are constants. 

This assumption will enable us 

(а) To represent our former solution by a simple diagram ; 

(б) To extend it to the case of an individual who only lives 

a finite time ; 

(c) To extend it to include the problem in which future 
utilities and disutilities are discounted at a constant 
rate. 

^ It is wortli not ing that in most of {a) wo only require independenco of returns, 
aiut not constancy, and that nowhere do wo really require wages to bo constant, 
but these assumptions are made throughout to simplify the statement. They 
are less absurd if the state is one among others which are only advancing slowly, 
so that the rates of interest and wages are largely indopon<lent of what our 
particular state saves and earns. 
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On our new hypothesis the income of the community falls 
into two clearly defined parts, pa and rc, which it will be con- 
venient to call its earned and unearned income respectively. 


(a) Equation (2), which now reads 
p(a) = pu(z), 

determines a as a function of x only, and we can conveniently 
put 

y ~ X — pa - consumption — earned income 
w(y) ^ = v(n)lp 

-■^=fiu{xyix - v{(i)<Ia) ■-■■■ U{r) - V(a). 


TF(?y) may be called the total and ?/’(//) the marginal utility 
of unearned income, since they are the total and marginal utilities 
arising from the possession of an unearned income y available for 
consumption. 

E({uation (5) noAV gives 


« - ?/ == 


B - W{y) 
w\ij) 


• ( 0 ) 


or 




which means that the point (re, B) lies on the tangent at y to 
the curve c — lF(.y). 

Eigure (1) shows the curve z which either attains 

the value B at a finite value y^ (the case shown in the figure) or 
else approaches it asymptotically as y x . 

In order to determine how much of a given unearned income 
rc should be saved, v/e take the point (rr, />), on the lim^ ^ B, 
and from it dra^v a tangent to the curve (not z -- B, wdiich 
will always be om^ tangent, but the other one). If the abscissa 
of Q, the point of contact, is y, an amount y of the unearned 
income should bo consumed, and the remainder, rc — y, should 
be saved. Of course y may bo negative, which would mean that 
not only woidd the w'hole unearned income be saved, but part 
of the earned income also. 

It is easy to see that there must always be such a tangent, 
because the curve z ~ lF(y) will have a tangent or as3unptote 
y — 7) f where y is the greatest excess of earnings over con- 
sumption compatible with continued existence. 

This rule determines how much of a given income should be 
spent, but it does not tell us what our income will amount to 
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after a given lapse of time. This is obtained from equation (3), 
which now gives us 

'^w(y) = - nv(y) 

or w(y) ~ (7) 

Here A = MVo)* where is the value of y ioY t ~ o deter- 
mined as tlie abscissa of where P is (rc^, B). 

Supposing, then, we want to find the 1/ime taken in accumulat- 
ing a capital c from an initial capital Cq, we take P to be the 



]K)int {re, B) and Pq to be (/Vq, B). ?/•(//) is then tlie slope of the 
tang(‘nt from P, and ir(//o) 
that the time in question 

“■ y. ~ .slope of tangent from P * 


(b) Suppose now tliat we are concerned with an individual 
who lives only for a definite time, say T years, instead of with a 
community which lives for ever. We still have equation (4) 

K - {Ux - F(n.)) 

K^Wiy) 
w{y) 




X = 


or 


re - y ■■ 


( 8 ) 
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but ^ is no longer equal to 5 , and has still to be determined. 
In order to find it we must know how much capital our man feels 
it necessary to leave his heirs ; let us call this Cg. 

Equation (S) means, as before, that y can ho found as the 
abscissa of the point of contact Q of a tangent dra’vvn from (rc, K) 
or P to tlie curve. P always lies on z = K, and its abscissa 
begins by ])eiiig rc^ and ends by being rcg. K we can take as 
being loss than P, since a man who lives only a finite time will 
save less than one who lives an infinite time, and tlie greater K 
is, the greater will be the rate of saving. Consequently z ^ K 
will meet the curve, say at P4. 



Fio. 2. 


From both Pq and Pg there will be two tangents to the curve, 
of which eitlicr the upper or the lower can, for all we know, 
bo taken as determining and yg. If, however, C8>Co as in 
Fig. 2, we can only take the lower tangent from Pg, since the 
upper tangent gives a value of y^ greater than cither of the values 
of 1/3, which is impossible, as y continually increases. Taking, 
then, as the point of contact of the lower tangent from Pg, 
there are two possible cases, according as we take as giving 
eitlicr Qg, the lower, or the upper value. If we take ft, 
Pg moves straight to Pg, and there is saving all the time ; this 
iiappens when T is small. But if T is large, ft 
along to ft', and Pq goes first up to P4, and then back to Pal 
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to begin with there is saving, and subsequently splashing. 
Similarly, if Cq > Cg, there are two possible cases, and in this case 
it is the lower tangent from Pg that cannot be taken. 

In order to determine which tangents to take and also the 
value of K we must use the condition derived from equation (7) 

sl ope of tangent taken from P p w(y^) 
slope of tangent taken from Pj ‘ ' ^ * 

This, together with the fa,ct that the abscissfie of P^ and Pg 
are Cg, Cg, and that they have the same ordinate K, sutTices to 
fix both K and the tangents to be taken. 

(c) We have now to see how our results must be modified 
when we no longer reckon future utilities and diuililities as equal 
to present ones, l)ut discount them at a constant rate p. 

This rate of discounting future vtilitkfi must, of course, be 
distinguished from the rate of discounting future sums of money. 
If I can borrow or lend at a rate r I must necessarily be equally 
pleased with an extra £l now and an extra £(1 + r) in a year’s 
time, since I could always exchange tlic one for the other. My 
marginal rate of discount for money is, thcu'cfore, necessarily r, 
])ut my rate of discount for utility may bo quite difTerent, since 
the marginal utility of money to me may be varying by my 
increasing or decreasing my expenditure as time goes on. 

In assuming the rate of discount constant, I do not mean 
that it is the same for all individuals, since we arc at present 
only concerned with one individual or community, but that the 
present value of an enjoyment at any future date is to be obtained 
by discounting it at the rate p. Thus, taking it to be about 
J per cent., utility at any time would be regarded as twice as 
desirable as that a hundred years later, four times as valuable 
as that two hundred years later and so on at a compound rate. 
This is the only assumption we can make, without contradicting 
our fundamental hypothesis that successive generations are 
actuated by the same system of preferences. For if we had a 
varying rate of discount — say a higher one for the first fifty 
years — our preference for enjoyments in 2000 a.d. over tliOfrc in 
2050 A.D. would be calculated at the lower rate, but that of the 
people alive in 2000 a.d. would be at the higher. 

Let us suppose first that the rate of discount for utility p is 
less than the rate of interest r. 

Then equations (1) and (2) are unchanged, but equation (3) 
becomes 
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= - M(x)(r - p) . . 


as we are now assuming 


?/ 

Pc 


constant and equal to r ; 


• ( 9 ) 


consequently 


w(i/) ~ v(x) = . 

, (1c (1c (1w , , (1c 

and dr" 

y 


wJierc 


<1c rc 
(Iw (r “ pYo ~ [r — p)w' 


J r— p 




7i 

>• 


(/v , 6 constants.) 

(ic 


and 


dt 


; rc — y -■ 




‘Ifj'.V -P\y) 


(Oa) 


( 10 ) 


Tiii*; equation is tlic same as (ft) exee])t that inst(-ad of w(y) 
and ir(y), which is /ie(.|/)^///, we have u^i^'-(‘"'(y) (\^\({ fw^>^'‘-f^'^(y)(1y. 
The method of solution l)oth for a eominnnity and for an 
individual is tlicreforo the same as ])efore, except that instead of 
tlie real utility of unearuod income we liave to consider what 
we can call its modified utility, o])tained by integrating the 
marginal utility to the ])owcr r!{r ~ p). This has tlui eth^ct of 
accelerating the dc'crcaso of marginal utility and lessening the 
relative importance of lugh incomes. Wo can in this way trans- 
late our discounting of the future into a discounting of high 
incomes. The rate at which this is done is governed solely by 
the ratio of p to r, so that if p is 0 it is independent of the value 
of r, provided this is not also 0. The main conclusion of section I 
is thus confirmed. 

There is, however, a slight difficulty, because wn have not 
really shown yet that if w^c arc considering an infinite time, the 
constant K is to be interpreted as what might be called “ modified 

ry 

bliss,” i.e. the maximum value of \ w''l^^~f*^{y)(ly. This modified 

bliss WTUild require the same income as bliss does, the modifica- 
tion being solely in the value set on it. This result can, however, 
be deduced at once from equation (9a), which shows that y 

dc 

increases until Idiss is reached, so that , can never become 
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negative and K cannot be less than modified bliss. On the othcT 
hand, provided this condition is fulfilled, 9(tt) shows that the 
larger y is initially, the smaller will be A , and the larger will be 
y throughout future time, lienee K must Ik^ as small as jiossible 

(fCi 

(provided it is not so small as to make ultimately negative); 

so that K cannot be greater than modified bliss, f fence as it 
is neither less nor greater it must be equal. 

As in (b), we can adapt our solution to the case of an individual 
with only a finite time to live, in this ease drawing tangents to 
the modified utility curve. 

An interesting sjieeial case is tliat of a community for wliicli 


w{y)^^Dy-^ (ci>l) 

wo shall have ~ Ey , E ~ 

r - p 

Ey^~^ 

K ^ ~ - 1 

w^>^’'-p^{y)c/y Ey ^ 


savings — 


It is clear that corresponding to K - -- B in the case when 
= 0 

we have here K ~ 

and savings - = ^ j- 

i.e., a constant proportion , ^ , of unearned income should 

^ ^ r(x-I) 1-p 

be saved, which if p = 0 is ^ , and imh'pendent of r. 

Jf the rate of interest is less tlian the rate of discounting 
utility, we shall have similar ecpiations, leading to a very different 
result. The marginal utility of consumption will rise at a rate 
p — Ty and consumption will fall towards the barest subsistence 
level at which its marginal utility may be taken as infinite, if 
wc disregard the possibility of suicide. During this process all 
capital will be exhausted and debts incurred to the extent to 
which credit can be obtained, the simplest assumption on this 
point being that it will be possible to borrow a sum such that 
it is just possible to keep alive after paying the interest on it. 


Til 

Let us next consider the problem of the determination of the 
rate of interest. 
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(a) In the first place we will suppose that everyone discounts 
future utility for himself or liis heirs, at tho same rate p. 

Then in a state of equilibrium there will bo no saving and 

dt 


so tliat we have 


x=^f{a,c 

df 

0/ 

u-P’ 


v(a) = £u{x) 


three equations to detonniiic x, a and c. 

Tho last equation tolls us that the rate of interest as detor- 

cf 

mined by the marginal productivity of capital, ^ , must be equal 

rC 

to the rate of discounting p.^ 

But suppose that jit a given time, say the present, > p. 

Then there will not be equilibrium, but saving, and since a great 
deal cannot be saved in a short time, it may be centuries before 
equilibrium is readied, or it may never be reached, but only 
approached asymptotically; and the question arises as to how, 
in tJie meantime, the rate of interest is determined, since it cannot 
be by the ordinary equilibrium equation of supply and demand. 

The difficulty is that the rate of interest functions as a demand 
price for a whole quantity of capital, but as a supply price, not for a 
quantity of capital, but for a rate of saving. The resulting state 
of affairs is represented in Fig. 3, in which, however, variations 
in tho amount of labour are neglected. Tliis shows tho demand 

curve for capital ^ fho ultimate supply curve r = p and 

the temporary supply curve c = Cq. It is clear that the rate of 
interest is determined directly by tho intersection of the demand 
curve with tho temporary supply curve c = Cq, The ultimate 
supply curve r — p only comes in as governing the rate at which 
Cq approaches its ultimate value OM, a rate which depends 
roughly on the ratio of P3I to QN, We see, therefore, that the 
rate of interest is governed primarily by the demand price, and 
may greatly exceed the reward ultimately necessary to induce 
abstinence. 


df 


‘ Equilibrium could, however, also bo obtained either at bliss with P<q- 
at the Bubsistonco level with p > Cf. (y) below. 


, or 
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Similarly, in the accounting of a Socialist State the function 
of the rate of interest would be to ensure the wisest use of existing 
capital, not to serve in any direct way as a guide to the proportion 
of income which should be saved. 

(P) We must now try to take some account of the fact that 
different people discount future utility at dilleront rates, and, 
quite apart from the time factor, are not so interested in their 
heirs as in themselves. 

Let us suppose that they are not concerned with their heirs 



at all ; that each man is charged wdth a share of the maintenance 
of such children as arc necessary to maintain the population, but 
starts Ins working life witlumt any capital and ends it without 
any, having spent his savings on an annuity; that within his 
own lifetime he has a constant utility schedule for consumption 
and discounts future utility at a constant rate, but that this rate 
may be supposed different for different people. 

When such a community is in equilibrium, the rate of interest 

^ f 

must, of course, equal the demand price of capital And it 

will also equal the “ supply price,*’ wiiich arises in the following 
way. Suppose that the rate of interest is constant and equal to 
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r, and that the rate of discount for a given individual is p. Then 
if ?*>p, he will save when he is young, not only to provide for 
loss of earning power in old age, but also because he can get more 
pounds to spend at a later date for those he forgoes spending 
now. If we neglect variations in his earning power, his action 
can be calculated by modifying the equations of lie to apply 
to a finite life as in 116. He will for a time accumulate capital, 
and tlien spend it before he dies. Besides tins man, we must 
suppose there to be in our community other men, exactly like 
him except for being born at different times. The total capital 
possessed by n men of this sort w’ho.^e birthdays are spread evenly 
through the period of a lifetime will be n times the average 
capital possessed by each in the course of his life. The class of 
men of this sort will, therefore, possess a constant capital depend- 
ing on the rate of interest, and this will be the amount of ca])ital 
supplied by them at that i)rico. (If p>r, it may be negative, 
as they may borrow wIk'II young and ])ay back when old.) AVY? 
can then obtain the total su])])ly curve of ca])ital by adding 
together the supplies provided at a given price by each class of 
individual. 

If, then, we neglect men’s interest in their heirs, we see tliat 
capital has a definite suj)ply ])riee to bo cquatt'd to its demand 
l^rice. This supply price depends on people’s rates of discount 
for utility, and it can be equated to the rate of discount of the 
marginal saver ” in the sense that someone w hoso rate of dis- 
count is equal to the rate of interest will neither save nor borrow 
(except to provide for old age). 

But the situation is different from tlie ordinary su])[)ly 
problem, in that those beyond tliis “ margin ” do not simply 
provide nothing, but provide a negative •sui)ply hy borrowing 
when young against their future ('arnings, and so being on the 
average in debt. 

(y) Let us now go back to case (a) by supposing men, or 
rather families, to live for ever, and discount future utility at a 
constant rate, but let us try this time to take account of varia- 
tions in the rate of discount from family to family. 

For simplicity let us suppose that the amount of labour is 
constant, so that the total income of the country can be regarded 
as a function J(c) of the cajutal only. Tlic rate of interest will 
then be f\c). Let us also suppo.se that every individual could 
attain the maximum conceivable utility with a finite income .Tp 
and that no one could support life on less than ajg- 
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Now suppose equilibrium ^ is obtained with capital c, income 
/(c) and rate of interest f(c) or r. Then those families, say m(r) 
in number, whose rate of discount is less than r must have attained 
bliss or they would still be increasing their expenditure according 
to equation (9a). Consequently they have between them an 
income m(r) . The other families, n — m(r) in number (where 
n is the total number of families), must be down to the subsistence 
level, or they would still be deereasing their expenditure. Con- 
sequently they have between them a total income {n — m(r)};r 2 , 

whence /(c) -- vi{r)x^ + {r — m(r)};r 2 

= n . + m(r){xi — x.^}, 

which, together with r = /'(c), determines r and c. m(r) being an 
increasing function of r, it is easy to see, by drawing graphs of 
r against /(c), that the two equations have in general a unique 

solution.2 

In such a case, therefore, equilibrium would be attained by 
a division of society into two classes, the thrifty enjoying bliss 
and the improvident at the subsistence level. 

F. P. Ramsey 

Kinc/s College, Cambridge, 

^ Wo s\ippose each family in equilibrium, which is t he only way iii which that 
state could be maintained, since othenvi^o, althouph the savings of some might 
at any moment balance the borrowings of others, they would not continue to do 
so except by an extraordinary accident. 

* Wo have neglected in this the negligible number of families for which p is 
exactly equal to r. 
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THE INCIDENCE OF TAXATION IN AGRICULTURE ^ 

Although nuiuerous iMblications dealing with such matters 
as theories of taxation in relation to agriculture, methods of rating 
and suggested modifications therein are extant, no composite 
review of tlie situation at given periods is available, nor has any 
estimate of the fiscal position occupied by agriculturists in 
comparison u ith [)c rsons pursuing other industries appeared . This 
has constituted a handicap to students of agricultural economics 
which it is hoped upon tlui pi'csent occasion in some slight measure 
to remedy. 

There arc two distinct lines of approach to the subject — the 
historical and the statistical, and for each a mass of relevant and 
authoritative material is available, viz. the lieports of Depart- 
mental Committees, Wliito Papers and statistical abstracts. 
Before proceeding to analysi.s it should bo made clear, firstly, that 
this survey is confined to England and Wales, for the divergent 
systems i]i force north of the Border, where custom, law and even 
Nature all dilfer so widely, prohibit tlic inclusion of Scotland, 
and, secondly, that the large landowner is excluded from what is 
in effect an investigation into the circumstances of the tenant and 
of the smaller occupy ing-owner. Such treatment of the receiver 
of agricultural rents is drastic, but the immediate object in view 
is to ascertain the position of individuals ])ursuing agriculture as 
a means of livelihood. It will, moreover, be agreed that, no 
matter upon whom the first impact may occur, the owner meets a 
larger proportion of the .statutory charges than the 50 per cent, 
which nowadays legally falls upon him, and, further, that the 
trend of legislation during the last two generations has been 
cumulatively to add to his load. Incidentally, approximately 
one-quarter of all farms are now owned by their occupiers. 
References to methods of assessment, to their efficacy, to the 
nature of the charges themselves — whetiier beneficial or onerous — 
or to any analysis of the causes of their fiuetuations, cannot be 
attempt('(l in what is merely a review of the situation occupied 
l^y the agricultui-ist now and in certain periods of the more recent 
past. Thus, too, aggregate, not individual, payments and average 

^ Being the subatanec of uii Addreas to a Joint Meeting of Sections F and M 
at the British Association, 1928. 
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contributions rather than exceptional form the basis of what 
follows. 

Chronologically, wherever one turns, such expressions as the 
following are found “ Poor rates, which no longer back than 
twenty years wore so light that a farmer when he went to take a 
farm hardly thought it worth while to inquire the amount of 
them; but it is now become the first question he must ask ” 
(Kent, writing in 1796). In 1924 an audience of Norfolk farmers, 
unwittingly, but enthusiastically, endorsed the words of a resolu- 
tion protesting against the weight of taxation which had been 
adopted by their grandfathers, with infinitely more cause, exactly 
a century earlier. Last July the Field contained the following 
words : — ‘‘ Agriculture has long sufiered from unduly heavy 
burdens of local taxation,” and, almost simultaneously, when 
dealing with the position of the farmer, the Council of the (Central 
Land-Owners’ Association stated that “ the present position, in 
comparison with previous depressions, is aggravated by the 
infinitely greater burden of taxation.” In August, a leading 
article in The Times held that there was '' still a possibility that 
when farmers are finally freed from the burden of the rates, they 
may be able by their own exertions to survive this crisis.” The 
statements made by witnesses before each Commission, from 1819 
to 1919, tare couched in almost identical terms. In fact, every 
generation of those associated with the land has considered itself 
exceptionally hard hit by what it designates as its “ burdens.” 
The Tribunal of Investigation was peculiar in this respect, for 
its Report contained no reference to the question. Were circum- 
stances different in 1924, or did that body correctly and tacitly 
sum up the situation ? 

Apart from Death duties, which, despite their heavy impact in 
certain circumstances, do not come within the scope of this 
inquiry, the so-called “ Burdens ” are four in number — Kates, 
Tithe, Land tax and Income tax. It is common ground that all 
these charges fall on persons and not on ])roperty, but, on the 
other hand, economists will not freely endorse a popular tenet that 
the land is ‘‘ the farmer’s raw material,” and, as such, should 
exempt him from contributing to local and national funds; if 
more legitimately regarded as a factory, the organisation of its 
numerous small and inde]:)endcnt cultivator-capitalists still 
renders the question of taxation i)eculiarly difficult. 

With the exception of the two decades following the Napoleonic 
war, the collective weight of the charges in question, when 

compared with the other outgoings of the agriculturist, have never 

pp2 
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been really heavy, for, up to the first few years of the nineteenth 
century, even in the arable districts of the east of England, the 
weight of all forms of taxation represented from 7 to 10 per cent, 
of the gross expenditure. During the disastrous period of the 
1820’s tlie charges more than doubled, and then formed at least 
15 per cent. Conditions are familiar to all when rates, a largo 
proportion of which fell upon the rural areas, were levied at the 
rate of twenty, thirty and even forty shillings in the pound ; when 
tithe, taken in kind, was literally a tenth of the farm produce ; 
when Land tax quotas were levied at 45. in the pound, and when 
Income tax, as a new instrument, was effective at 10 per cent, 
down to the lower end of the scale. At that time the farmer, 
suffering in addition under a heavy load of direct taxation, was 
on more than terms of equality with other contributors. 

Turn, however, to the period, two generations later, when the 
industry was experiencing its greatest economic depression. The 
Reports of the Commissioners of 1894 afford abundant evidence of 
the actual decline in the weight of taxation before any statutory 
steps to that end had been taken by Parliament. Between the 
years 1883 and 1894 the account-books of farms, scattered over 
England, reveal payments of rates ranging from 1*2 per cent, of 
outgoings up to 6‘1 per cent., with an over-all average of under 
3 per cent. — eq\iivalent to a little more than 25. an acre. Sir 
E. W. Hamilton, in evidence before the Commission, officially 
corroborated these figures, saying that the rates on agricultural 
land then averaged 25. 2d, per acre. The total contributions to 
national and local taxation were, in the words of the Commissioners, 
“ 35. per acre, of which between 25. and 25. 8d. may be taken to 
be rates.” The following Table, relating to a Suffolk farm of 
some six hundred acres, has been evolved from the Report in 
question, and exhibits the steady nature of the favourable 
movement : — 


pEltCENTAGE OF ToTAL OUTGOINGS. 


Years. 

Tithe. 

Rates and I’axes. 

All “ Burdens.” 

1839-43 

01 

3-9 

100 

1863-7 

4-2 

2-4 

60 

1871-5 

3-4 

1-3 

4*7 

1890-3 

3*2 

1-3 

4-6 


In the early 'nineties it could not be said with truth that the 
level of taxation was high, but the times were exceptionally 
difficult, and, as a result of the Commission’s findings, the Agri- 
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cultural Rates Act of 1896 was passed, the maximum weight of 
Land tax was reduced from 45. in the pound to Ls-., and tithe was, 
by Statute, transferred to the shoulders of the landlord. As a 
direct result of this readjustment of rates, and as a gesture towards 
non>agricultural payers, the 1899 Commission on Taxation was 
set up, whoso findings deserve, in the light of recent events, much 
fuller consideration than they received. 

Up to the outbreak of the war, or indeed up the end of 1918, 
the effective weight of local taxation bearing upon agricultural 
interests had, thanks to the 1896 Act, exceeded by little that of 
the ’nineties. Of this there is abundant evidence available in the 
fourth volume of the Report of the Royal Commission of 1919, 
where cost-accounts relating to 325 farms in England, Wales and 
Scotland are fully dissected and described in the evidence of 
Mr. H. G. Howell. On the 146,000 acres of this really large 
sample, rates, including “ possibly some Income tax and probably 
Insurance,” averaged 25. lid. per acre, or still only 1*6 per cent, of 
all outgoings. Other witnesses agreed that the level of rates on 
agricultural land w'as about 35. an acre. At this time wages 
accounted for some 24 per cent, and rent for 10 to 12 per cent, of 
expenditure, the heading “ Purchases ” (machinery, live-stock, 
fertilisers, etc.), as usual, accounting for over half of the farmer’s 
outgoings. Tithe was henceforward stabilised at £109 35. 1 Id., and, 
in regard to Income tax, the years of prosperity only witnessed a 
justifiable and brief alteration in the basis of Schedule “ B ” 
assessments. Prior to the post-war upheaval it is probable that 
landlords’ burdens represented less than 25. Gd. an acre, and those 
theoretically met by tenants a very similar sum. 

During the last few years the customary steps have again been 
taken, and the Agricultural Rates Act of 1923 has once more 
halved tJie contribution of agricultural land, thus, in theory, almost 
exactly counter-balancing the increase of just under 100 per cent, 
in the average level of the rates themselves (65. 8jd. in 1913-14 
and 135. fid. in 1927-8) ; as, however, rates in rural districts rose 
liigher, i.e. over 130 per cent., than those in urban areas, the 
olfective increase, based on Ministry of Health ofiicial figures, lies 
somewhere between 35 and 40 per cent. Rather more than half 
of this is apparently due to assessments raised in conformity with 
the movement of rents, but now lagging behind the latter . Again , 
by the supplementary Act of 192fi, farm buildings have become 
derated. Under the three Acts in question the Exchequer contri- 
butions have been as follows : — 1896, £1,320,000 ; 1923, £2,856,000; 
1925, £700,000, making a total of almost £6,000,000, the remaining 
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body of rate-payors, thanks particularly to the nature of the 1890 
grant, being called upon to make good a deficit running into 
several millions. Such w as the extent of the success achi(ived by 
agricultural interests, but in this connection the escape from the 
rating net, in the t'ightcMuith and nineteenth centuries, of otlu^r 
forms of property should be borne in mind. In thest^ circum- 
stances, during the linancial year 1927-8, rates levied on agri- 
cultural land averaged only 2s. 8jr/. per acre, or, if we exclude 
from our calculations the five million acres of “ rough grazings,” 
8.s\ 2\(L Expressed alternatively, the contribution in cpiestion 
(£4,192.000) is approximately equal to £10 per “ farm ” 
(410,000) in England and Wales, or £1.9 1.3..v. per “farmer” 
(.900,000). TJiis is not a heavj’^ l)urden, even if met in its entirety 
by tenants, for, on the majoiity of farms, rates still represent less 
than 2 per cent, of outgoings. In this connection, compare the 
component costs entailed in the production of an aen^ of cei’cals — 
p,g. 35.§. to 40.S’. for labour, and an average of .91o)‘. for rent. 

The effective trend of legislation and of economic circum- 
stances is well revealed by placing in juxtaposition with tlu* 
examples previously quoted the 1920 data relating to a ninnber of 
East Anglian holdings. 


Dlstribution of Outooisgs. 



18S4 m. 
r> farms. 

.92" fnnns. 

J020. 

13 fiirms. 

Livi’-stook, ffcdinj^ slntfs, niarliinory 
}\n<l intinuros .... 

.52* 1 

510 

430 

Lal)our ... 

20 5 

210 

2 SI) 

Kent ...... 

17-3 

loo 

110 

Ratos . 

l-s 

10 

10 

OlfuT Kxj)Pnscs . . . . j 

s-:i 

1 

1.9-4 

1 1-3 


A recent White Paper affords the interesting information that 
the contribution to local rates by “ agricultural land ” in 1927-S 
formed merely 2-4 per cent, of the total payments from all classes 
of property. Bearing^ ^n mind the capital sums rc})rcsented, 
compare figures of 2-8 by gas and electricity undertakings, 2*2 per 
cent, by warehouses, and 2-G by licenced houses. The Census of 
Productioji gave the value of the output of all such land (including 
rough grazings) in England and Wales in 1925 at £225,000,000, or 
£8 lOs. per acre. Once again, local taxation, even if wdiolly 
remaining with the tenant-farmer, represents only 1*58 per cent. — 
not an important element in the cost of ])roduction. 

In October next the remaining rates on agricultural land 
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(amounting in Englnud and Wales to £4,152.000) arc to disa])])car, 
as ])art of a eoinprcliouHive scdienic for reli(‘\ing ‘‘ productive ” 
industries which, will involve the reorge.nisation of our svstein of 
l.oeal Covernmont. (Ireat expectations have been attached to 
the proposal, hut it is dilUcult to endorse' tlu' iindings of I'he 
Times h'ader-writcr, who staled that— If the fai’incr can only 
contrive to carry on for the next (‘ightec'ii months, then tlu're is a 
real hope that the large constriudive ])olicy set out in tlie Budget 
may bring back into cultivation land that lias been left to lani wild, 
bring tenants to farms that are now unoccupied — is this the 
process that is known as a ‘ dole to the landlord ’ ?— and give 
British agrieidturc a new lease of life." There inevitably recur 
these words of tin' late Professor Nicholson: — If wo take the 
Beporls of tlio last two Commissions on agricultural depression, wo 
find that tlie main causes are, in the tirst ])eriod, bad seasons, and 
in the second, Ioav prices. 4’he precises intluenco of rates and taxes, 
oven if considerable, would ho oversluuluwed by these greater 
causes." This explanation, indeed, holds true with still greater 
force in the case of the third depression tlnough which the 
industry has just passed, or is still passing. Incidentally, matters 
are not so bad a.s the leadi'r- writer imagines (the conditions ho 
describes are a. century old); on the other hand, the ri'lii'fs to 
which h(*. r('fcrs so hopefully an* of far h'ss magnitude than Ik; 
])ostulates. A remission of two or thri'C shillings an acre cannot 
bring about an agricultural millennium. 

Two or three factors call for brief comment. It is often stated 
that landlords will ultimately reap the benelit of this policy. 
Without entering into a full discussion of the prevali'iice of 
e(!onomic rents or of the distribution of the two sets of protits 
concerned, it may be jiointed out that (u) there is a little evidence 
that rents were raised shortly after 1890 or 1925, but (h) tliat 
lengthy tenancies, had they still been commonly in vogue, would 
have secured to the occupier the clear reduction which in theory 
annual leases fail to accomplish. Again, it is inevitable that relief 
should bo accorded without regard to comparative needs, and the 
successful market-gardener, the fruit-grower, and the fen farmer 
may secure benefits greater tlian those granted the light-land 
farmer and the struggling producer of wheat on the heavy clays. 
It has been suggested, in general, that the grass-land farmer 
stands to gain most, ns, owing to his smaller wages hill, rates 
should form a larger proportion of his outgoings. Close investi- 
gation, however, indicates that there is little foundation for 
this belief, 
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The objection of the Departmental Committee on Local 
Taxation to the “ unduly heavy burden caused by the large 
amount of rateable property in proportion to the “ general 
ability ” of farmers will henceforward have no force, and any 
suggestion for the remission of local rates on farm dwelling-houses 
will rightly meet with strong opposition, for such contributions, 
together with those on farm cottages, will in future represent the 
only pa 3 'ments made by agriculturists for local purposes. A few 
months hence farm-land will have been relieved of total payments 
equivalent to over 1 2s. per acre per annum (about £40 per “ farm ” 
and over £50 per “ farmer ”) ; more than half (£9,000,000) of this 
will have come from the pockets of the tax -payer, the remainder 
(about £7,000,000) from increased payments by non-agricultural 
rate -payers. If the latest instalments of the reliefs arc, to the 
farmer, relatively unimportant, the principle at stake, on the 
grounds of equity, has, for over thirty years, aiTected the whole 
communit3^ 

Tithe, now regarded as a reserved rent-charge, for centuries 
deriving its sanction from custom and not from Statute, has 
always proved a thorn in the side of the agriculturist. Placed on 
a money basis in 1836, and made a legal charge against the land- 
owner in 1891, its level from the former date until 1917 varied 
with that of the three principal cereals. Despite the fact that in 
times of depression it automatically fell, and actually remained 
below par from 1883 to 1916, its incidence was always stressed 
by witnesses before the Commissions. In 1 914 payments amounted 
to £2,795,000, and represented 1.9. OJd. (or, on the alternative 
acreage basis, 2 . 9 . O^d.) per acre. While it is admittedly capricious, 
and, in reality, reflects the economy and cropping of 1836, its 
present weight (£3,396,750, exclusive of sinking fund contri- 
butions) is not crushing, amounting to 2,9. 2lrf. (or 2.9. 6d.) per acre, 
£8 per “farm” or £10 17.9. per “farmer.” Instances of tithe 
ranging up to 10.s. per acre are met with, and, in such circum- 
stances, it can represent the heaviest “ burden ” on the landlord 
or on the occupying owner. If redeemed tithe is to be regarded 
as still eflective, then an addition of 7ld. per acre must be made to 
the figures just quoted. 

Legislation, hastily passed, limited the rise in tithe in the boom 
years to £109 3.s. lid., subsequently modified to £105, plus a 
sinking fund of £4 IO 5 . per annum, which, in some eighty odd 
years, will effect the termination of the charge. An increase 
between 1914 and the present time of only 21 per cent, in the gross 
weight would normally be defensible on economic grounds, but 
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the arbitrary nature of the charge causes any increase to be the 
signal for political and religious recriminations which have 
generally confused tlic issue. From the economist’s standpoint 
the only drawback to the final settlement is the uncertainty 
attaching to future money values — what, for instance, will £105 
represent in 1940, 1060 or 1!)S0? 

Land tax, a really small charge, bringing in now'adays only 
£600,000 per annum, the whole of wdiich, for the purpose of this 
inquiry, must be assumed to come exclusivcdy from the owners of 
agricultural land, has, of the four burdens, the least satisfactory 
foundation. Tt reflects, indeed, the political complexion of the 
country in the year 1692, and its weight is greatest in the home 
counties, and in precisely those districts where arable farming is 
most liable to depression. Averaged on the customary basis, it 
represents a charge of 41d. (or 5^d.) per acre, £i 96*. 3d. per 
“ farm,” and £2 per “ farmer.’' In rate of assessment it cannot 
exceed I 5 . in the pound, and, on genuine farm land, as opposed to 
real property “ in process of development,” its weight, even in rhe 
eastern counties, is never serious. The Commissioners held that 
this charge, originally imposed on all forms of property and 
incomes, and subsequently shifted on to one ])artieular type, w^as 
not only a tax — thus refusing to aflirm that “ old taxes arc no 
taxes ” — but that the system under which it w'as levied made it 
more unequal in incidence. The majority of authorities, indeed, 
hold that redeemed Land tax is still to bo regarded as a charge on 
the properly concerned ; in this event, its w^eight should perhaps 
be doubled. Even the method of its collection is open to cri ticism, 
for an undue proportion of the proceeds are s fallowed uj) in the 
process. Its abolition, which w'ould represent a small loss to the 
Exchequer, is always violently opposed by those w ho have tlumi- 
sclvcs carried out redemption, and it woukl seem that as a cliarge 
it must still remain subject to slow attrition. 

In discussing the incidence of Income tax it must again be 
emphasised that the receiver of rents is not included in this 
review. Thanks to his forbear’s skilful action, entailing alleged 
illiteracy and complete ignorance of book-kee])ing principle's, the 
present-day tenant has had conferred upon him the far-reaching 
and unique privilege of being assessed either upon his rent or upon 
his profits. Naturally the overwhelming majority have ek'cted 
to come under the former system, viz. Schedule ” B,” the numbc'r 
assessed under Schedule “ B ” ranging between 200 and 2,700 out 
of a total of 300,000. Unfortunately, information is almost 
completely lacking in regard to the net payments under the two 
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Soliodulos in question, ])iit if it is appreciated tliat tlic average siz(‘. 
of a farm is but little over 00 acres in exleid-. that ('ach ‘‘ farmer ” 
is only responsible for some SO aere;<; and that the average rental 
of this land is Ills. ])er acre, then it is clear that, witli (lie existing 
molhod of deduel ions and allowances, ev(M*v marri('d man farming 
land up to about I.jO acres is totally exempt, and that [)v)Ssession 
of ev('n a sjnall family carries exemption up to lh>0 acres. As a, 
matter of fact, h-ss th:m one fa.rm in eigld. excei'ds loO acres in 
area. Tlu* contributions, theredore, under Sclu'dide “ 11,’’ whi(*h, 
some twenty y(‘ars ago (a ])criod when figui’c's were available), 
])rodiieefl .^^2011.000. niust still be extrcjnely nu'agre. During the 
war years tlie !?.000 jjcrsous (‘It'cting to be assessed under Sehe.hdc 
‘‘ D ” revealed an average profit of a little over £1100 j)er a.nnum, oi- 
half what (hey would have Ijecn assessed upon under “ 11.” The 
only composite estimate of the contri])ution of favminji; ])ronis is 
represented by an unofficial stateimmt marie to the Dolwyn 
Committee, which ])]aeed the figure at EI.oOjI.OOO in 10:?2-ll — this, 
in an admittedly bad year, is erpuvalent to £5 pi r ‘‘ farmer.” 
Practising agricullnrists are too apt to claim that Income tax is an 
element in the cost of production, and when analysing financially 
their operations liave been knowji to add 10s. an acre to ea(*b ei'op, 
on the ground that tax paid on other sources of income shonhl (a* 
(h'hited to these jjroducts as forming an essential part of their cost. 

Mucli can be urged against the retention of Schedule “ Jl ” ; 
thus, ]»ai‘ts of th(' e()imtry produce (wamph's of heavy jji’ofits nuuh' 
on small areas of land (£5.000 has Ijoen eleaF‘('d on a. faru) of I'Oo 
acres prodiieiiig eai'rots and onions), and tlie spnaid of edneaiion 
lias marie it jiossible for all tenants to eompIet(‘ t he I'eqniremejits of 
Selu'dnlf^ ■* T).” Wbatrwr-r may be thr^ posit Iran of the ownr r of 
largo tracts of agj'icull nral land, nr'itlier tlie tenant farmer nor IIk' 
orjcupying-ownor of Ir’ss than 500:ieres ismititlr-d to tx'gai’d IncoiiK' 
tax as a ‘‘ biirdrai.” 

It now bcconif'S possible to compare the eombiiu'd vraglit of 
taxation before and after the war : — 


A<-n-s of 
croje-j, 

}in(l 

ronp.h 

llntos. 

IN-r non*. 

Tithe. 

laual Tri.y. 

Total. 

'rotii I Saai. 

l!)ll ;je,sf)(i.()(>U 

I.S-. 11}^/. 

I. S’. 

rw. 

■U. L\/. 

£0,4;jr),tM)() 


(£:uoo().()ou) 

(£2,70.“),rMi()) 

{ £040,000) 



laav .ao,7i(5,(M)o 

l».n\ sp/. 

2,-?. 2h/. 

Uil. 

0,S\ ^(L 

£.s,i2:),o(io 


(£LJ|cj.(iO()) 

(£‘h:U»7.0()()) 

(£«;(M),()00) 



JurT.'P.-'O . 

US- 7% 


— H)0% 

2<; 






1928] INCIDENCE OF TAXATION IN AGRICULTURE 509 

Tlie increase in the standard rate of Income tax is, of course, 140. 
Tithe and Land tax redeemed subs(^quent to 1914 arc excluded 
from this review, but their inclusion would not materially affect 
the figures, all of which have been derived ('ither from the official 
publications of the Departments coiuau’ned or from specific 
information. It must be generally agreed that a net increase of 
2(3 per cent, at a time when every other industry and individual 
liad been called upon to fac^e much heavier increnumts does not 
afford grounds for serious complaint. 

ddiis raises the question of the allocation of the three outgoings 
in the above table as between landlord and tenant. In 1914 the 
two charges falling upon the former were 2s, 2'\th ; they are now 
2s. Id., an increase of 1(3 per cent., or considerably loss than the 
(temporary) augmentation in tenant’s contributions. Wdiile it is 
significant that the bulk of the agitation for tlie remission of rates 
has emanated from tenants, and tithe increases have been opposed 
by landlords, the latter have, in the upshot, secured smaller con- 
cessions, for, on the complete derating of land, when the total 
payments per acre will be reduced by rather more than half, those 
remaining will comprise owner’s burdens. While these charges 
now only amount on the average to 8- 3 per cent, of rentals, any fall 
in the rents themselves will appear to add to their w(ught. The 
aggregate of the three principal charge.s will, however, in future 
certainly be lower than it has been since the end of the eighteenth 
century. If no concessions had been granted agriculturists during 
the last forty years the incidence of rates and tithe would have been 
crushing, and, collectively, the charges would have made the 
position of the tenant difficult, that of the landlord almost im- 
possible. As matters are, the combined charges even now 
represent less than 4.9. in the pound on the gross rents. 

The present position of the tenant in relation to his outgoings, 
taking 1914 as the basic year, is as follows : — rents, after having 
been increased by at most 15 to 20 per cent., have in all probability 
reverted to the 1914 level ; labour has been augmented by at least 
90 per cent. ; purchases range from a decline of 30 per cent, (in 
the case of certain fertilisers) up to an increase of 70 per cent.; 
rates, forming less than 2 per C(‘nt. of the total, have increa.sed 
by 38 per cent. The (General Index-number applicable to 
his receipts fluctuates between 40 and 50 per cent, above this 
base. 

It is invariably a source of surprise to English agriculturists to 
find that the level of taxation in other countries may be higher 
than in their own. Thus, in the Old World, the much-quoted 
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Danish farmer contributes to taxation in accordance with the 
fertility of the soil he uses — ^tho equivalent of 15.9. per acre is 
reported to be a common figure on medium-sized farms, and 
examples of £1 are not unknown. Income tax is levied on a 
sliding scale, which extends sufficiently far down to touch the 
smallest proprietor. 

Tn the New World, taking Canada as an example, rates range 
from 10 cents per acre, on prairie farms, up to 1 dollar 50 cents on 
suburban holdings; in such provinces as Ontario the average 
would appear to be in the neighbourhood of 70 cents — say 3.9. 
— proportionately a far heavier burden than the very similar sum 
now levied on English farmland, where the outgoings per acre are 
approximately double those in Canada. Even the substitution 
of “ fair values ” for a flat rate system, which operates in favour 
of rural districts, seems not to have reduced taxation to the level 
which it is assumed by many persons on this side of the Atlantic 
to occupy. 

Much light would be thrown on the whole question by a world 
survey of the incidence, or the effects, of taxation upon agri- 
culturists. This, surely, is a question for the International Agri- 
cultural Institute at Rome, whoso functions are economic as well 
as statistical. That body will, in the course of the next two years, 
bo conducting a world census of agricultural production, to 
embrace also the social aspects of the industry. What a remark- 
able opportunity is thus presented for an investigation of the com- 
parative economic and fiscal position occupied by agriculturists 
in relation to tlieir States, and the efficacy of different methods of 
taxing both the owner of real property and the cultivator of the 
soil. 

To sum up the situation in this country. The English tenant- 
farmer and the occupying-owner of nine out of ten farms do not 
now suffer, and have not for the last eighty years, suffered under 
heavy taxation. Psychology, conservatism, ignorance of history 
and lack of knowledge concerning the contributions made by other 
groups of individuals are together responsible for a widespread 
belief that the agriculturist is subjected to excessive taxation. On 
the other liand, the contributions taken from the owners of con- 
siderable properties in the form, not only of annual contributions, 
but of Death duties, swallow up a large proportion of the gross 
rents received by a numerically small body. The economic 
tendency which leads to the shifting of burdens from the one 
class to the other has been encouraged by legislation. While 
there may be more equitable and more effective methods of taxing 
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practising agriculturists, there is, certainly, little opportunity, or 
need, for further reduction in the existing forms, except possibly 
in one or two minor directions. Land tax should cither be 
abolished or amalgamated with otlicr forms of taxation, and 
Schedule “ B ” of the Income tax, as an option, should bo with- 
drawn ; the incidence of Death duties on real estates might receive 
further sympathetic consideration. 

After all, the passage of an extremely brief period in the life- 
history of English agriculture has resulted in remarkable changes. 
It has witnessed the disappearance of many anomalies, and it has 
revealed the land as possessing great recuperative powers ; it has 
seen the defeat of the Physiocrats and of their successors ; it has 
witnessed, not only the reversal of a tendency for taxation and 
rating to fall disproportionately on one particular class of property, 
but the progressive alleviation of charges deeply rooted in custom 
and tradition — it has even seen the roots themselves torn up ; 
despite the prophecies and fears expressed before numerous Com- 
missions, the resulting transference of millions of pounds has been 
successfully accomplished. The final stages of the process, 
originally brought about by rural agitation, involve the recon- 
struction of the British system of Local Government, the whole- 
sale rc-assessment of properties and the recasting of the relation- 
ship between the Central Government and subordinate authorities. 
The dispassionate historian, looking back at the past century, sees 
the grandfather of the present farmer, in addition to meeting in 
their entirety the present-day emasculated “ burdens,” taxed 
upon his riding horse, on his working horses, on his carts, on his 
gig, on the malt he produced, and on the windows of his house. 
But, in commenting on the extent of the grandson’s victory, he 
cannot fail to express surju’ise at the calm attitude with which all 
the reliefs and grants have been accepted. Whilst struggling for 
reduction of taxation, tliree different generations of English 
farmers have passed through periods of depression, surmounting 
on each occasion economic disabilities far greater than those 
associated with their statutory charges. If they have preferred to 
concentrate upon the task of securing remission here, rather than 
elsewhere, who shall criticise their policy ? Now that this 
particular campaign has drawn to a successful conclusion, how- 
ever, may there not be anticipated an assault by them and their 
advisers upon the other, and far larger, sources of expenditure, 
involving eventually a drastic reorganisation from within ? What 
discoveries may not be in store for those, for example, who study 
the economics of the application of labour and of the utilisation of 
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machinery or who investigate methods of marketing ? An 
age-long agitation, of minor economic import, but crossed by 
political, social and even religious issues, has drawn to a conclusion. 
The ground is clear for concentration upon the major problems 
of agriculture. 


J. A. Venn 



A CENTRAL BANK FOR INDIA 
I 

The object of this paper is in the first place to trace in the 
briefest possible manner the history of the proposal of a Central 
Bank for India ; secondly, to examine the reasons why the 
Reserve Bank Bill recently did not pass into law, and thirdly, to 
review the principles underlying the proposed Bill. It may be 
sometimes necessary to make a long ramble through rough 
country. We make no claim to cover all the details, as this 
would terrify and bewilder the incpiirer and distract one from the 
broad facts that have to be understood. The charter of the 
Imperial Bank of India expires in 1931, and wdicn the question 
of the renewal of the charter of the Imperial Bank is considered 
at the close of 1929 or in 1930, the Central Bank question may be 
reopened. 

'I’lie proposal of a Central Bank for India is a very old one. A 
(k'litral Bank, of course, Jiftcr the war means a different thing, as 
we shall see, from what it did before the war, and far more so than 
it was conceived in the earlier part of last century. In 1836 a 
proposal was put forward for a “ great banking establishment for 
British India ” to ‘‘ facilitate the receii)t of the revenue and its 
subsequent diffusion through the various channels of the jniblic 
expenditure, furnish the remittance to Gi*eat Britain of the sums 
required there for the home charges, and enable the East India 
(Company to act up to the intention of the Legislature by keeping 
their Covernment entirely aloof fiom that interference with the 
commerce of India which the juesent system of remittance 
involves.” ^ The greatest of India’s Finance Ministers, James 
Wilson, the father-in-law of Bagehot and the founder of the 
Economist, spoke in the Legislature in 1859 of ” a national banking 
establishment, capable of gradually embracing the great banking 
operations in India, anil of extending its branches to the interior 
trading cities as opportunity might offer.” His successor, Mr, 
Laing, saw that the advantage of such a bank was obvious, and 
believed “ history shows what an important resource a bank may 
be to the Government in times of dilliculty. The advantages to 
commerce, though less obvious, are not less real.” In 1870 a 
^ My Indian Finance and Banking (Macmillan & Co.), pp. 3G0 ff. 
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member of the Viceroy’s Cabinet, Mr. Ellis, minuted that “ The 
change wliich 1 advocate as the best is the establishment of one 
State Bank for India. ... I believe the Bank of France would 
furnish a model which, with suitable modifications, might be 
adopted for India.” From this time until 1899, when the Fowler 
Committee on Indian Currency reported, the question was more 
or less lost sight of. The vagaries of silver were indeed a far more 
pressing question than the creation of a strong Central Bank. Sir 
Everard Hambro, one of that Committee, emphasised, as indeed 
did the witness, Mr. Alfred de Rothschild, the advantages of a 
strong Central Bank in assisting currency policy and also in 
developing the banking rerourees of India. Unfortunately 
provincial jealousies were too great to enable this proposal to be 
carried out, and in 1901 the Government of India and the Secretai y 
of State decided to abandon the sehein(5 for the establishment of a 
Central Bank for India which from 1899 to 1901 had been under 
discussion. “ You have come,” wrote the Secretary of State in a 
despatch dated 26 July 1001, ” reluctantly to the conclusion that 
the circumstances arc unfavourable to the policy of pressing on 
the Centralisation Scheme at the present time. This opinion I 
consider myself bound to accept ; but 1 agree with your Excellency 
that it will be distinctly advisable, as soon as may be j)racticable, 
to establish a Central Bank in India, for the reasons given in your 
letter and in Sir Edward Law’s able minute ; and I request that 
this object may be kept in view, and that the scheme may be 
revived whenever there is a possibility of its being successfully 
carried out.” ^ The Royal Commission on Indian Finance and 
Currency, 1913, usually known as the Chamberlain Commission, 
considered the question. They had before them two Memoranda, 
one from the pen of the most brilliant financier that the India 
Office has perhaps known for half a century, Sir Lionel Abrahams, 
and the other by Mr. J. M. Keynes. The Commission did not 
report either for or against tlie establishment of a Central Bank, 
but suggested the appointment of a small expert Committee to 
examine the whole question, and either to pronounce against the 
proposal or to work out in full detail a concrete scheme capable of 
immediate adoption. 

The memorandum by Mr. Keynes merits special attention, 
because it anticipates part of the Hilton Young Commission on 
Indian Currency and Finance, 1926. Mr. Keynes outlines a 

^ Quoted in Sir Lionel Abraham’s “ Memorandum on Proposals for the 
establishment of a State Bank for India,” App. XIV, p. 339, Chamberlain 
Commission, 1913. 
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constitution and deals with the capitalisation of the Bank, the 
division of profits, the regulation of the note issue, and other 
functions of such a bank. “ The undesirable features in the 
Government’s present degree of responsibility . . . are . . . due 
to the lack of a suitable machinery. . . . The business is of a kind 
where immediate action and undivided responsibility in regard to 
details is essential, whereas, if it is dealt with in the ordinary 
mills of Government, this is nearly impossible. . . . Banking 
business must be outside the regular Government machine, 
ignorant of ‘ proper channels,’ and free of the ofiicial hierarchy 
where action cannot be taken until reference has been made to a 
higher authority. . . . The presence of private capital is probably 
a considerable bulwark against some kinds of political pressure. 
Continental experience shows that private ownershii) of the 
Bank’s capital, even although the shareholders have no more than 
advisory povers, is an important safeguard of the Bank’s inde- 
ixuidciicc ; and continental writers have laid groat stress on this.” 

The war showed the advantages of amalgamation of the 
three Presidency Banks. After the armistice the question was 
discussed informally between the Government and the banks. An 
Act was passed by the Indian Legislature in September 1920 
providing for the amalgamation, and the Act took ellect from 
27 January 1921. The amalgamated bank is not a Central Bank 
performing the functions of a Central Bank in regard to the note 
issue. Its traditions are those of the three Presidency Banks, 
its present make-up and general business being those of a Joint 
Stock Bank. India requires to-day in her banking system two 
essentials — one a strong Central Bank in whose hands the control 
of currency and discount policy and responsibility for both bank- 
ing and currency reserves will be undivided, and secondly the 
development of banking facilities with branches and agencies up 
and down the country-side. The Hilton Young Commission come 
to the conclusion that one institution in India could not fulfil both 
thcr.e demands, it would not be fair to other banks to give one 
bank, s\ich as the imperial Bank of India, a monopoly in this 
r:'s]>ect, nor would it be fair to expect the member banks (which 
are to be compelled to keep a part of their reserves with the 
Central Bank) to agree to a Central Bank which should compete 
with them in exchange and possess the monopoly of the note 
issue as well as the use of the balances of Government. Notwith- 
standing the presence on the Hilton Young Commission of one of 
the Governors (Sir Norcot Warren) and four other memoers 
closely connected with the direction of the Imperial Bank, the 
No. 152. — VOL. xxxviir. 
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Hilton Young Commission decided — it is believed with reluctance 
— that the Central Bank could never bo the Imperial Bank. They 
were faced with the alternative of leaving the control where it is 
now, divided between the Secretary of State, the Government of 
India and the Imperial Bank, or of recommending an entirely 
new bank, a bank working in an atmosphere no longer Govern- 
mental but representative of the commerce and industry, including 
agriculture, of the coiintry. The Imperial Bank could not be 
entrusted with Central banking functions unless its activities were 
limited purely to the field of (.Ventral banking. By the conversion 
of the Imperial Bank of India into a Central Bank, said the Com- 
mission of 1920, “ The country would then lose the benefit of the 
elaborate and widespread organisation which has been set up, 
through the length and l)readth of India, to make available to the 
community the increased commercial banking facilities, which arc 
so urgently needed, and to assist in fostering, among the X)eo]>lo 
as a whole, the habit of banking and investment.” ^ 

It will bo remembered that the International Financial Con- 
ference which met at Brussels in 1920 recommended that “ in 
countries where there is no Central Bank of issue, one should be 
established.” The second Hesolution on currency of the Inter- 
national Economic Conference which met at Genoa in 1922 was 
to the same effect, and it also recommended that banks, and 
especially banks of issue, should be free from political pressure. 
Indian finance betwTen 1922 and 1928 showed the necessity and 
the overwhelming advant ages of a more unifitHl system of banking. 
The absence of real and unified control over credit makes tlic 
maintenance of monetary stability veiy difficult and often 
uncertain. 'Jdic grow th of confidence is impeded. Confidence in 
the Joint Stock Bank makes for progrc.ss, and contidcnco meajis 
that the banks in times of stress arc able to turn the maximum of 
their assets into cash. Our experience has been that when 
stringency takc's place, distrust is also apt to take })lace, and dis- 
trust means tliat peojde and banks cling to cash, so that a crisis is, 
under a system of decentralised banking such as obtains in India 
at the present time, unavoidable. Ask any Joint Stock banker in 
this country to-day outside the Imperial Bardv of India whein 
lies the weak spot of Indian banking, lie will point out the 
absence of adequate rediscount facilities which makes the position 
of Indian banks sometimes very precarious. Indian Joint Sto(!k 
Banks must earn dividends and at the same time keep high cash 
reserves in case of necessity. With a Central reserve, a developed 
» Para. 87. p. 35. Uoport (CinU. 2087 ; 1020). 
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rediscount market and an elastic currency there would Ijc strength 
in our banking system. Indeed, a Central Bank alone can 
adequately extend in times df stress eredit to all wlio produce 
securities that represent credits to solvent pe()i)le in regard to true 
commercial transjictions. We have to remember that especially 
in tliis country, where the population is illiterate and banking 
undeveloped, the development of Joint Stock hanking cannot 
proceed safely without a Central Bank. It sometijnes appears to 
be doubtful to some (for example, to Mr. Gubbay, General 
Manager of the P. & 0. Banking Corporation, in his interesting 
paper on “ Indigenous Indian Banking ” read before the Royal 
Society of Arts in November 1927) how a Central banking system 
such as recommended by the Hilton Young Commission can be 
superimposed on the existing indigenous banking system. It may 
be argued that (1) tlie absence in indigenous banking of securities 
acceptable to a Joint Stock Bank or the Reserve Bank, and (2) the 
difficulty of establishing contacts between the Indian trader and 
the Joint Stock Bank stand in the way of bringing the indigenous 
banking system within the system under control of the Reserve 
Bank. There appears to be much truth in what Sir Henry Strakosch 
said, that it is not necessary for a bill of exchange to be eligible 
for discount that it should be supported by documents as in the 
case of overseas bills drawn on London, where documents are 
released only when the bill is accepted. Domestic bills in Great 
Britain, America and the Continent arc usually unaccompanied by 
supporting documents, and they are accepted for discount at the 
J oint Stock Banks and for rediscount at the Central Bank. When 
the Indian trader finds a bill representing an exchange of goods 
commands a readier market than at present he will conform to the 
requirements of the banker. Indeed the hiindi may become 
standardised. In the Shrolf (or Indian banker) and tlic smaller 
Indian banker uc liavc a nuclens of bill bi*okers or a money 
market in India. If the vShrotf is certain that tlie Joint Stock 
Banks will always advance money on or discount true com- 
mercial bills by reason of the fact that the Reserve Bank will 
rediscount them when required, the Shroh will go to the Joint 
Stock Bank rather than j)ay high rates for deqjosits in the bazaar. 
Bills not eligible for discount will still, as in other countries, go to 
the bazaar and be subject to “ bazaar ” rates. ^ 

The Hilton Young Commission then recommended the 
establishment of an entirely new Reserve Bank which should 
confine its activities to Central banking functions. It was to be a 

» Cf. Journal of the Royal Society of Arts, December 1927. 

QQ2 
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banker's bank and a banker to the federal and provincial govern- 
ments in India. It was to have the monopoly of note issue 
subject to statutory regulations in*rcgard to reserves. It was to 
build up gold reserves adequate for emergencies and to manage 
rupee reserves in a way to give elasticity combined with complete 
security. It was not to do commercial banking business. It 
was to be a shareholders’ bank and free from governmental 
control, 'riie Commission, tlirough its own members, especially 
Sir Henry Slrakosch and the Chairman, the lU. Hon. Sir Hilton 
Young, or through witnesses, was in close touch with recent 
experience in Central banking, notably that of the Federal 
Reserve System of the U.S.A., the Reserve Ihink of South Africa, 
and of the older and newer Central Banks of Europe. The 
Finance Minister, Sir Basil Blackett, was Seoretaiy to the Royal 
(bmmission on Indian Finance and Currency, 11)13, and was 
intimately connected with the drawing up of the Financial 
Resolutions at Cenoa. When he came to India in 1922 for liv(i 
years as Finance Minister from the Controllcrship of Finance 
at H.M. Treasury, his experience in this direction was bound to be 
of value. Economists and informed opinion emphasised the 
need of a better banking system, especially after the publication 
of the Report of the Royal Commission in 1926. The creation 
of a Central Bank was necessary, although it must needs be 
adapted to Indian conditions, and as Indian as the Taj at Agra or 
the Kutab at Delhi. Both the Secretary of State for India and 
the Government of India accepted the main recommendations, 
including tliose relating to the creation of a Central Bank. A bill 
embodying the recommendations of the Royal Commission, in so 
far as these related to the gold (bullion) standard and the creation 
of a Central Bank, was published on the 13th January 1927, and 
introduced in the Legislative Assembly on the 25th January. 

II 

The Bill was entitled “ A Bill to establish a gold standard 
currency for British India and constitute a Reserve Bank of India.” 
The Bill attempted to put an end to the present system by which 
the Goveriinient exercised direct control over currency in general 
and over the note issue in particular. It aimed at concentrating 
the banking and currency reserves in a Central Bank. At present 
credit, so far as it is controlled at all, is, as we have seen, con- 
trolled by the Imperial Bank, while the Government controls the 
currency, and this divided control means divided counsels and 
failure to co-ordinate. The first draft Bill provided that — 
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(1) The capital should be a share capital of fifty million 
rupees, divided into shares of five hundred rupees each, and 
the Imperial Bank of India should be given the option ol 
subscribing three-tenths, and the remainder, together with 
any shares not taken up by the Imperial Bank of India, 
should be subscribed by the general public (Clause 4). 

(2) “ Save as expressly provided in this Act, no person 
may be a Director who is an officer of Covernment or a 
member of the Indian or a local Legislature, or is a director, 
oflicer or employee of any other bank ” (Clause 8). 

(3) The Directorate should consivSt of fifteen members — a 
Governor and a Deputy Governor appointed by the Governor- 
General in Council; nine Directors elected by shareholders 
(of whom two to represent business interests in Calcutta, two 
in Bombay, one in Madras, and two business interests in 
British India exclusive of (Calcutta, Bombay and Madras) ; 
three Directors nominated by the Governor-General in 
Council to represent commerce, industry and agriculture; 
and an officer of Government appointed by the Governor- 
General who, however, could not vote (Clause 9). 

It was over these clauses that the battles in the Legislature 
were to be fought. The Bill difTcred in a few respects from the 
Report of the Commission. The chief diflerences arc these : 

(a) The Commission recommended that the Imperial 
Bank’s shareholders should be given the first opportunity 
of subscribing for the capital of the Bank as consideration 
for foregoing important privileges which the Imperial Bank 
now enjoys. The Bill gave the Imperial Bank as an institu- 
tion, and not to its individual holders, the option of sub- 
scribing 30 per cent, of its capital, and it left to the Bank to 
distribute the allotment among its shareholders, if it so 
desired. 

(h) The Commission recommended the creation of Local 
Boards in Bombay, Calcutta and Madras, and representatives 
from these should eonstitute a majority on the Central 
Board. The Bill dispensed with Local Boards, but it gave 
power to the Reserve Bank to establish such Local Boards, 
if considered necessary later on, and to delegate to them such 
powers and functions as were desirable. The Bill proposed, 
too, that nomina,ted directors should be appointed for three 
years, and not one year as suggested by the Commission. 

(c) The Commission did not provide for the Reserve Bank’s 
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rocoivilig iion-intorost-boaring deposits from private persons. 
1'Jic Bill followed the practice provided in the large majority 
of Central Bank charters, of permitting deposits to be 
received from iwivate persons, provided no interest was paid.^ 
(d) The Bill reduced the minimum cash balances to be 
maintained by banks with the Reserve Bank from 10 per 
cent, to 1\ per cent, in the case of demand liabilities, and 
from II per cent, to 21 per cent, in the case of lime liabilities. 

Wliile the Commission recommended that the paid-up 
capital and reserve may bo invested in securities of tiu* 
(.lovevnment of India having not more than five years to jam, 
the Bill modilies this })rovisioji to cover Government of India 
securities of any maturity. Tlic Government of India an' 
funding tlu'ir sliort-term indebtedness into long-tt'iiu 
indebtedness. 

(/) The Bill pro])osed that for five yc'ars the Bank should 
be authorised to a<lvanee money against ])iomissory not('s of 
scheduh'd banics under certain conditions. In this count r\' 
iho financing of industry and the movement of cro])s an* 
earri('d on by cash credits and it would liave Ijcen difficult 
for the Reserve Bank to assist otlu'r banks in providing 
ci’cdit without some such jirovision or alft rnatively con 
saderable changes in banking methods. 

Sjiaee will not permit to discuss certain other dlih'renci's 
Ix'iween the Commission’s Report and lh(‘ Bill in regard maijily 
to details regarding tlie issuer of notes, outstanding notes, th(' 
limit of securities in the Banking Ih'partnu'nt of tln^ R(serv(‘ 
Bank, and the selling of gold dui'iiig th(‘. interim or transition 
jK'i'iod. Tt will be snllicient if w'C point out the im|)ortance, even 
at this period, in the history of tlu^ Bill assigned to the capital and 
(lirectorato of the Bank. 'I'hc differema's bctwj'cn the Ib'port of 
the Boyal Commission and the Bill brought tlu'se promirn'iilly 
into la'lief. The ratio question, viz. the tixing of the ru]>ec at oik' 
shilling and six pence gold, provoked much controversy, but this 
Avas settled by the passing of Act IV of lh27. It w'as unfortunate 
that th(‘ finance Member did not press for the passing of this Bill 
at the same time. No doubt he was anxious to secure as much 

^ TIk' only iniporOint t'xcoplions iiro Ihc Hunks of Austniliu (not a real Contral 
Hank), Jk'l^iuin, Italy, JN^land, Hungary, Austri.a, Donrnark and Latvia, and. 
also of conrso. Hie State bank.s. Kvon in tho ease of tlio former banks there an> 
certaiu restrictions. In Italy and Voland,for example, ititerost-boaring deposits 
may be ao(_(']it('d with tlie approval of tl»e Minister of Finance (Art. 36 and Art. (it) 
of tbo flinrtors respectively). In tbo Banks of Australia and Belgium Havin^'^ 
Jkmk business i.s transacted (Art. 35 and Art. 33). 
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unanimity as was possible. It was, however, his critics allege, a 
blunder, as it gave time to his political enemies, especially in 
Bombay, to marshal their forces and to retaliate for the passing 
of the Ratio Bill. The Government agreed to dvfvr discussion 
of the Bill till a later session and to the appointnumt of a large 
Select Committee. 

The result of this fir.st alleged error in tactics hy Sir Basil 
Blackett in not pushing through at one .^r\'^sion all the Bills 
covering the reeommendation.s of the Hilton Young Commission 
was soon evidemt. ''Fhe history of the second and third draft Bills 
is little more than the history of tlie clauses dealing with the 
capital of the Bank and the composition of llu‘ Directorate*. The 
Select Committee, consisting of twenty live* members, met in 
Bombay i\t the end of ^lay and again in ('alcntta towards the end 
of duly li)27. Clauses 4, S and tl were alterc'd Ixyvond r('eogniti(m, 
and there w(‘re no fewer than thirt(‘en minutes of dissc^nt. The 
majority of the Committee was of opinion that the Bank should 
be a State Baidv, the Government of India subseiibing all the 
capital, because the Bank if managed by a body responsible only 
to a number of ])rivate sharehold(*rs tended in tlieir opinion “ to 
be controlled by v(‘sted interests, and would. th(*refore. fail to 
secure the eonfid(‘nee of the Indian pid)li(^; and its utility to the 
public might even be en(lang(‘red by a eonlliet of interest within 
the management of the Bank beiwc'cn Indian and (‘xternal 
capital.” The niaj(aily also added tliat in tlu'ir o])inion “Joint 
Sto(*k principles are not suitable in the ease of a Central Bank, the 
management of which should be ean’ied on with an I'Vc* more to 
th(‘ ])ul)lie int('rest than to tlie aecumulaticai of j)ri)rits for share- 
holders.” Sir Basil .Bda(‘kett and six other iiu'inbc'rs in a minute 
r)f dissent pointed out, “ If tlu* whole of the ea])ital of tin* Bank is 
subscribed by tin* Government, it heeomes V(‘ry (lijlicult to ensure 
that eomph'te in<lep(‘iidenee for the Bank w Jiieli is essential to its 
j)roper working.” They also w(Te convinced tliat the device of 
private share ea]>ital which has worked well in other countriivs is 
the best method of serving India in this connection. The Select 
Committee in the Jiiajority report deleted the clause* prohibiting 
members of the (Vntral and Local Legislatures from being 
nominated or elected to tlie Directorate. Sir Basil Blackett and 
his dissenting colleagues in their joint minute of dissent regarded 
it as fundamental that the Directors must be chosen by constitu- 
encies independent of the State, and the con.stitutional function.s 
of the Legislature do not and ought not to extend to the exercise 
of executive functions, such as tin* appointment of persons to 
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specific posts. Business men on the Select Committee, like 
Sir J. W. A. Bell of the Bengal Chamber of Commerce and Mr. 
Kikabhai Premchand of Bombay, believed in regard to the capital 
and directorate of the Bank that anything in the nature of 
political control of, or interference with, a Reserve Bank would 
be disastrous. A shareholders’ bank would have Directors 
elected not on account of their political views, but mainly on 
accoiint of their business acumen, an important fact in the case 
of a bank which is a bankers’ bank. 

On 20th August the Bill as modified was introduced by Sir 
Basil Blackett into the Indian Legislative Assembly. He 
emphasised there was practical unanimity in the Select Com- 
mittee on a largo extent of the ground covered by the Bill, 
especially as to the functions of the Bank. The difference of 
ojiinion v/as with regard to the capital and directorate. By his 
renunciation of a bank with share capital Sir Basil Blackett, it is 
said, delivered himself into the hands of his political enemies. 
On noth August, led by considerations of expediency, be tried to 
reach a compromise agreeable to all parties. He dropped the 
shareholders’ scheme and also consented to a scheme of an 
electoral college for the election of Directors. Successive schemes 
day after day were put forward at conferences during the session 
of ilie Assembly, and at last there w^as the proposal of a stock- 
holders’ bank. The stock was to be sold by Government, and eacli 
holder of this Government stock to the value of Rs. 100 or more 
was entitled to one vote in the setting up of boards of trustees for 
the election of Directors. Members of the Council of State and 
the Legislative Assembly were given the right to sit on the boards 
of trustees without the stock qualification. At this stage tlu; 
Secretary of State for India cabled from London and put his foot 
down firmly on the negotiations proceeding among the various 
groups in the Assembly. The Finance Member stated in the 
Legislative Assembly on 8th September 1927, that the Govern- 
ment had decided not to proceed with the further consideration 
of the Bill during that session. The Secretary of State had behind 
him the authority of the most influential financial bodies in the 
u'orld — the Brussels and Genoa Conferences of international 
experts. It was clear that the finance and currency of India were 
more secure under Government control than they would be under 
that of party politicians. It never pays, Sir Basil’s critics say, 
in finance to sacrifice sound policy to placate left wings of national- 
ism. The conditions of the Secretary of State cannot truthfully 
be called either unreasonable or onerous. That there shall be no 
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direct political representation on the directorate nor any possi- 
bility of political control over the internal affairs of a Central Banlc 
are principles of almost universal acceptance to-day. 

Sir Basil Blackett tendered his resignation, which was refused, 
and a cmmuMniqne dated 27th October was issued from Simla to 
the effect that Sir Basil Blackett was proceeding on special duty 
to England on 29th October “ for the purpose of discussing with 
the Secretary of State tlic details of a plan for the constitution 
of the Reserve Bank on the basis of sliare ca])ital.” Sir Basil 
Blackett ndurned to India before Christinas and a third Bill was 
published on llth January 1928. 

This tliird Bill was never discussed by tlu^ TiOgislative Assembly, 
as the Rresident, when the 3ill was reached, declined to call on 
Sir Basil Blackett to introduce the Bill. Several members of the 
parties on the left objected that the Rules and Standing Orders 
prevented the Government from proceeding with the Bill while the 
first Bill was still alive. The President upheld this view and 
affirmed that the method of procedure proposed by Sir Basil 
Blackett violated the proprieties of the House and was an abuse of 
its proper procedure. The Government were taken completely 
by surprise (1st Eebruary) but on 3rd February it was announced 
that the old Reserve Bank Bill (the second Bill) would be con- 
sidered. It was hoped to alter the Bill in its passage throngli the 
Assembly and ihe (/o\incil of State so that it should conform to the 
third Bill. When Clause 8, which provides for the appointment 
of Directors, was reached in the Assembly and the division was 
taken that Clause 8 as amended stand part of the Bill, the Govern- 
ment w'crc defeated by one vote. Sir Basil Blackett then rose 
and said that the Government w^ould proceed no further with the 
Bill until it had time to consider wdiether the Hoii^e really wanted 
any legislation at all for a Reserve Bank. Clearly the decision to 
omit (Jlause 8 w^as a wrecking amendment. On 10th February 
Sir Basil announced that the Government saw no sufficient reason 
for pressing their view on the House, and they would presume that 
the House preferred to continue the existing currency system and 
the machinery and method of control of Indian currency and credit. 
“ In the absence of a more effective public ckunand for a change, 
the Government do not now propose, themselves, to take any 
further steps with a view to the introduction of the reform which 
the Reserve Bank Bill was designed to bring about. The Bill is, 
of course, still before the House, but in the absence of any easy 
means, by which we can usefully continue our consideration of the 
remaining clauses, I would suggest that the debate should be 
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adjourned.” The consideration of the Bill was adjourned sine 
die on the 10th February 1928. Two Sessions must elapse before 
a similar Bill can be introduced. The intermission, however, will 
certainly be much longer. When the discussion is resumed it 
will, it is hoped, be under calmer political skies and less bitter 
recolk'ctioiis of the ratio controversy. 

The third Bill ^ is not without interest. The original pro- 
vision of share capital of Rs. 50 millions was retained, but the 
shares were to be of the value of Rs. 100 in place of Rs. 500. 
'These shares were to bo distributed on a territorial basis and on 
conditions ensuring wide distribution. No person, firm or corpora- 
tion was to bo allowed a holding in excess of Rs. 20,000, wheiluM* 
partly in his own right or partly or jointly with others. The 
places of registers, the amount of share capital allotted and the 
ai’cas tliey are to serve were as follows : — TIk^ Bombay register, 
which included the Presidency of Bombay with Sind and tlie 
C.^entral Provinces, Rs. 150 laklis; 2 the Calcutta i’(‘gister, which 
included tlic Presidency of Bengal and the Provinces of Biliar and 
Orissa and Assam, Rs. 150 lakhs; the ^Madras register, wlncli 
included the Presidency ot Madras and the Province of (\)org, 
Rs. 40 lakhs; the Rangoon register, whi(;li included the Province 
of Burma, the Andaman and Nicobar Islands, Rs. 40 lakhs; 
and the Delhi register, which included the teriitorics of Indian 
iwinces and other parts of India, Rs. 120 laklis. If in any one 
register the shares were not taken up, the Roai-d could transfer 
a portion of such shares to another register with tlio previous 
sanction of the Government. The Board of Directors, also with 
the previous sanction of Government, could increase or reduce the 
share capital, but every increase was to bo fully jiaid up. 

The Directorate was to have consisted of twenty-four pei’^ oils 
as follows : 

1 Governor ) , , • . i i 

to be appointed by Go\ tU’nment. 

2 Deputy Governors) 

4 Directors nominated by Government. 

2 elected by the Associated Chambers of Commerce. 

2 elected by the Federation of the Indian Cdiambers of 
(kimmcrce. 

1 elected by Provincial Co-operative banks. 

1 nominated Government official (who will not be entitled 
to vote). 

» Koforonros to clansoa in the Bill from horo onwards arc to tl»o draft of iJio 
third Bill. 

“ 1 lakh = Rs. 100,000 £7600. 
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11 Directors elected on behalf of the shareholders, viz. three 
each for tho Bombay, Calcutta and Delhi registers; and 
one each for the Madras and Rangoon registers. 

The shareholders were to elect delegates for the purpose of 
electing Directors. There were to be twenty -four delegates each 
for the Bombay, Calcutta and Delhi registers, and ten each for 
the Madras and Rangoon registers. The ehadion was to )je held 
once in every five years, and a candidate for the (hdegacy must be 
nominated by not less than twenty sliareholders. No shareholder, 
whatever his holding, was to be entitled to more than one vote. 
'J'he Board was to meet within each cpiarter and not less than six 
times a year. 

The qualifications of the Directors are not without interest 
in view of the discussion that had been aroused. In the first 
place, no person was to Ije a Director who was not or had not at 
sometime been actively engaged in agriculture, commerce, finance 
or industry, or was not a Director of a corporation or company 
registered in British India. (Government oflicials, servants of any 
liank, or directors of any bank other than thosi‘ of (‘o-oiierative 
Societies, were ineligible for Directorship. It was also provided 
tliat no person could combine Directorsliip of tlie Bcs(tv(' Bank 
with membership of the Indian liCgislature or of a local Legislature. 

The third Bill was uncompromising in fundamentals, although 
accommodating in details necessary to meet the spf'cial conditions 
of India. There could not be any jialtering with ])rinciple. The 
result, however, was unfortunate, and it is easy to be wise after 
the event. When the deadlock occurred last autumn it was 
apparent that the chance of the Bill becoming law was, unless 
guided by a politician of tried capabilities, but a slender one. It 
was a real task for any sponsor whvn tlie Assembly was opposed 
to a shareholders’ bank. Tlie Assembly insisted upon a {State 
Bank, without share capital and governed by Directors appointed 
in part directly from the Legislature. The Govi'rnment under 
this scheme would have issued Reserve Bank stock dillcrcnt in no 
way from any other type of Government debt, and the holders of 
tliis would have been [)aid from Government revenues interest on 
this stock. The liolders of the stock, in short, would not have 
been connected with the Bank’s fortunes. The Directors would 
not have been responsible to an electorate financially interested 
in the Bank. Fortunately this idea of a State Bank was dropped. 
Tho scotching of the third Bill by the l^residont of the Assembly 
was, as we have seen, due to ilic fact that he refused to permit 
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the introduction of a new Bill while the old one was still technically 
on the order paper. It would appear that the whole affair to 
those who knew their India was a forlorn hope when Sir Basil 
Blackett did not stick to the recommendation of the Hilton 
Young Commission, a recommendation accepted by the Govern- 
ment of India and the Secretary of State for India, viz. a share- 
holdcrs’ bank and a bank free from politics. Many believe that 
Sir Basil Blackett made in this a blunder of the first order. The 
death of the Bill is deplorable on larger grounds. Indian banking 
is in need of great development achievable through a Central 
Bank such as all countries in the van of financial progress posses:’,. 
This need of development is seen in the following tabic : 



Capital and 
Reserves 
(in millions.) 

Number of 
Oflioos. 

A verage 
deposit 
per head. 

U.S.A. . 



£1052 

30,000 

£73 

Orejit Britain . 



£180 

9,500 

£57 

Australia . 



£59 

2,500 

£63 

Canada 



£25 

3,400 

£44 

India 



£19 

500 

15^. 


A country without a Central Bank is almost shut out of the 
family of nations. Mr. Montagu Norman, Governor of the Bank 
of England, stated before the Hilton Young Commission in answer 
to the question, ‘‘ Is it not a fact that there is hardly a modern 
State whose economic development is progressive which has not 
established a Central Banking system ? ” : “ As far as I am aware 
there is not one, and I think I may go further and say, all those 
countries which have progressed most quickly, and, so far as one 
can judge, most permanently, with reconstruction in the last six 
or eight years arc those where you have a strong and independent 
Central Bank.” ^ 


III 

Owing to exigencies of .speaco it is not possible to revic^v in 
any d(;tail the principles underlying the Bill. It is, howevoi’, 
necessary to indicate some of the more important, so that ho 
who rims may read and reading understand. In the first ])lace, 
the Bill provides that the lleserve Bank should ho free from 
Government control. Since the w-ar, especially since the Inter- 
national Conferences of Brussels and Genoa, the importance of 
this principle needs no emj)hasis. In this connection it is desir- 
I Uoyal Commission on Indian Currency and Finance, Vol. V, 1926, Q. 15,065. 
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able to have a bank with shareholders’ capital. No less than 
twenty-one out of twenty-eight Central Banks are shareholders* 
banks. The exceptions — the State Central Banks (viz. those 
of Australia, llussia, Finland, Latvia, Sweden and Bulgaria)— 
are few in number and are certainly not of the first rank financially. 
The Bill provides, as do the majority of Central Ikink charters, 
that both shareholders and tho.so re]3re.senting certain interests 
in the country are eligible for election. It also follows the 
charters of the Federal Reserve Banks and the Central Banks in 
Austria, Belgium, Italy, Roland, Crcece, Czechoslovakia, Estonia 
and South Africa in tliat tliere is a definite clause prohibiting 
the election of politicians. Professor Keminerer, of Princeton 
University, in a published Memorandum prepared for the ( lovern- 
ment of Poland on the revision of the charter of the Bank, rightly 
said that “ The history of other countries shows that Central 
Banks of issue often become subjects of political controversy 
and of strong politicial animosities, and further, that the greatest 
single danger to Central Banks is probably the danger of political 
exploitation.” Mr. Montagu Norman, the Governor of the 
Banlc of England, whose judgment in these matters is of high 
value, told the last Royal Commission on Indian (Currency and 
Finance that ‘‘ Wo have the experience in Europe that in the 
case of the banks in which the Government has held consider- 
able measure of control or there has been a limitation on the 
freedom of the bank, it has not resulted to the advantage of the 
community.” ^ 

The Bill provides, as do no fewer than sixteen (hntral Bank 
charters, that the dividends payable to shareholders are to 1)0 
limited, and a share of the net annual profits above the minimum 
is to be shared by the Government, the reserve fund and the 
shareholders. The limit is fixed at 5 ])er cent., and the scale 
above the minimum is so adjusted that the sliarclioldcrs can 
never get more than 7 per cent. The fear expressed in some 
quarters of large profits going into the pockets of Indian and 
foreign capitalists is thus unfounded. The Government and the 
reserve share the excess. The Bill ])reserves the main functions 
of Central Banks, which, I think, may be grouped as follows : - 

(1) The exclusive right of note issue, usually for a definite 
period ; (2) the discounting and rediscounting of ban.kable bills ; 
(3) the right to the banking business of Government; (4) the 
right to act as the banker of member banlts but not to compete 
with them (except in the most exceptional circumstances) for 
^ Minutes oj Evidence (Vol. V) : O. 14605; cf. Q. 14594. 
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general business; (5) to maintain assets in a liquid condition 
(the Jlank is thus precluded from certain business : a Central 
Bank has its primary duty to the nation, not to its shareholders, 
and to command conqdete conlidence in all circumstances it 
must not be exposed to tlie same kinds of risks as those of com- 
mercial banks) ; ((>) to ])ub]ish discount rates and frequent and 
regular returns, and (7) to study credit problems which con- 
front a Ivcsei’vc Bank, and the relationship of tjiese problems to 
general business doveloi)ment. It is to be hoped that tliese will 
bo read, marked and digested by those interested in the present 
banking structure of India. 

The prol)lem then lies in the. la]) of the future. There are 
plain, very ])laiu, indications that the acquiescent attitude in 
1 ‘egard to Indian banking is being modified. We arc at ])rescnt 
only on the threshold of the work in regard to it, and a gigantic 
field lies yet untouched. It is unfortunate that the Bill, which 
was born on the ill-starred 13th January, 1927, passed peacc^- 
fully away in the Legislative Assembly on loth i^Y'bruary this 
year. Wo may perhaps be allowed to ([note in regard to Sir 
Basil Blackett the Avords of ( 1 rattan : “I sat at its cradle; I 
followed its hearse.” It is hoped that in the present case a 
legitimate heir Avill bo recognised, at least before the exj)iry -f 
the cliarter of the Tmi)erial Bank of India in 1031, by the jiew 
Finance Minister, Sir (leorge ScJiuster, with the co-operation of 
the Indian Legislature, 

CL Findlav SlIIRRAS 

Gujarat College^ 

Universal) of Bouibag. 



THE TREATMENT OF PRICE PROBLEMS 


The cssc'nticil function of economic theory is to e.\[)laiii 
]iow prices are fixed. Tti tliis problem two separate cpiestions 
arc involved, namely, the ({uestion how ])ric('s are determined 
relatively to one another; and the question how the unit of 
price-reckoning is fixed, in otlicr words, how the absolute height 
of prices is determiiKid. It is well to keep tlu'se two questions 
a[)art. The first question is the object of g(‘nei*al economic theory, 
the second is a monetary question, the solution of whi(*h is the 
essential object of the theory of money. 

The whole problem of price-fixing must in the first instance 
be discussed on the assumption of a closed community without 
any relations with an outside world. The simplest assumption 
is, then, that a country has a ])aper currency so regulated a^s to 
keep the general level of prices constant. All 2)ractical price 
])roblems must then he treatcul uiuh'r this assumption, a dis- 
location of the general h'vad of prices being exchuh'd by hypo- 
thesis. A rise in certain prices must under such circumstances 
always b(i count(‘rbalanced by a fall in other ])rices, and the 
analysis of any particular price problem is not compkdc until 
both sets of movc'uumts arc laid clear. 

It is possible that the problem has a monetary side. The 
diseussi('n of this side must then take the form of an inquiry 
into the ell'ect of the given causes on the problem of keei)ing the 
general level of prices constant and on the 2)ractical policy n'quired 
for that purpose. 

If we have to do with two countries trading with one another, 
a ncAV element mib'rs into the price-fixing pn.'bh'in. 'J'hc simjdest 
assumption is here that tlu* currency in I'ach of the two countries 
is on a paper basis and so regulated that the general level of 
prices remains constant. The e(h*ct of any new factor in the 
})rice-lixing pndjlem may then be studied partly as a dislocation 
of relative ])rices in each of iho two countries, and partly as an 
alteration in the rate of exchange between the tw^o countries. 

Theoretically, any change in the economic conditions in the 
two countries or in the trade relations betw^een them may cause 
an alteration in the rate of exchange. In theory, therefore, 
the possibility of such an alteration should always be 
examined. In practice, however, such an effect mostly seems 
to be confined within very narrow limits. Considerable move- 
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meats in ilie rate of exchange are usually possible only as a 
consequence of alterations of the general level of prices in either 
country. If these levels, according to our assumj)tion, arc kept 
constant, the rate of exchange between the countries may 
g(uierally be expected not to be very sensitive to the influence 
of economic factors, whose effects must therefore mainly be 
confined to dislocations of relative prices in the two countries. 

This result, which is of importance for the Purchasing Power 
Parity Theory, has sometimes been contested, and it has even 
Ikx'u said that the effects of economic causes on the rate of 
exchange may be very much greater than those of monetary 
causes, i.e. of alterations of the j^rice levels. This view ought 
to be very definitely disproved by the fact that alterations of 
the price level in one country may easily cause the rate of exchange 
to rise ten or a hundred times or even much more above its former 
lieight ; whereas, if the general levels of prices in both countries 
remain constant, only extraordinary perturbations of the economic 
conditions are likely to call forth movements of the rate of ex- 
change of any practical importance. Such movements are 
generally almost inappreciable if the two countries are connected 
with one another by intimate and many-sided trade relations. 
More important alterations in the rate of exchange can only 
take place in exceptional cases, when the external trade of at 
least one of the countries is essentially dependent upon one or a 
very small number of commodities. The doubts that were pre- 
viously entertained on this subject must have been very much 
weakened by the remarkable fact that it has been possible after 
the tremendous economic revolutions connected with the war to 
restore the old rates of exchange bctw^cen the leading countries 
without any appreciable change in the relative price levels of 
the countries concerned. 

Even very important increases in the custom tariffs have 
been unable to produce any considerable effect on the rate of 
exchange between countries where the relation between the 
g('neral levels of prices has remained unaltered. The effect of 
any alterations in the tariff of a country is therefore essentially 
only an effect on the relative prices of commodities. The con.^.c- 
quence is that an increase of the custom duties must have an 
effect not only in a rise of the prices of some commodities, but 
also in a corresponding fall of some other prices. These move- 
ments must counterbalance one another in order that the general 
level of prices may remain intact. No study of the tariff problem 
is complete if no notice is taken of this effect in the direction of 
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the depression of some prices. It follows that the popular cal- 
culations of the “ burden of the tariff,” which are simply based on 
the rise of prices which is believed to bo caused by the tariff, are 
entirely groundless and have to bo rejected as lacking all sense. 

For a profound study ol the effect of the tariff there remains, 
of course, the question how the tariff has affected the rate of 
exchange. Generally, however, the result of an examination of 
this question must be expected to be rather negative. 

If the currencies are based on a gold standard, the treatment 
of the price-fixing problem is not materially altered, but takes 
technically another form. In order to secure a stable gold 
standard for itself a country has to keep its rate of exchange on 
another gold standard country (which we may imagine to be the 
rest of the world) constant. If in our former case any alterations 
in the rate of exchange should have been caused, these alterations 
must now take the form of a movement in the opposite direction 
of the general level of prices within the country. Thus there 
is a possibility of a displacement of a country’s general level of 
gold prices, and this possibility must bo separately discussed. 
But such a displacement must generally be expected to be con- 
fined within very narrow limits. Leaving such effects aside, 
and assuming for the sake of simplicity that the purchasing power 
of gold on the world’s market remains constant, that is to say, 
that the general level of the world’s gold prices is kept unaltered, 
every price-fixing problem for a single gold -standard country has to 
be studied under the a.ssumption that tJic general level of prices of 
this country is kept invariable. Any rise of prices must then neces- 
sarily bo counterbalanced by a corresponding fall of other prices. 

Some factors may have an influence on the purchasing power 
of gold on the world’s market. Such influence must therefore 
be the object of a particular examination. Under modern con- 
ditions, however, the purchasing power of gold on the world’s 
market is not fixed automatically by the play of economic forces. 
It is becoming more and more recognised that it is possible for 
co-operation between the leading countries and their central 
banks to acquire a very strong control over the purchasing power 
of gold. By a well-devised gold-cconomi.sing policy it must be 
possible to exercise such a control on tlio monetary demand for 
gold as will secure at least ft)r a certain time a fixed purchasing 
power for the metal. Assuming such a policy to be followed up 
with sufficient consistency, the question of how certain economic 
forces affect the purchasing power of gold takes the form of what 
particular difficulties they put in the way of the gold-economising 
No. 152. — VOL. XXXVIII. H R 
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policy. If this policy is assumed to succeed, the question of an 
alteration of the general level of the world’s prices, expressed in 
gold, may bo left on one side. The price -fixing problem for any 
single gold-standard country is then practically reduced to a 
problem of relative price-fixing. 

It seems very desirable that economists should come to a 
mutual understanding with regard to the formal treatment of 
price-fixing problems in order that the discussion of such prob- 
lems may be carried on as far as possible on teelmically uniform 
lines. 1 venture to submit the above remarks as a starting- 
point for attaining a rational uniformity of treatment. 

In the issue of this Journal for June 1928 Sir Josiah Stamp 
has discussed the influence of taxation on the price-fixing process. 
We have here a good example of a problem whose ireatment woukl 
gain very much from a clear distinction between the effects on 
relative prices uiKh;r the assumption of a stable general level of 
prices, and the effects on this level itself under the assumption 
of a gold standard. Tlie latter question is under the conditions 
actually ])rcvailing essentially a question of the influence of 
South African taxation on the gold 2 >roduction of the Rand. 
The gold producers of South Africa arc of the opinion that their 
trade is very much hanq^ered by the pressure of South African 
taxation. If, according to tlieir view, this taxation reduces tlu; 
annual production of gold, the general price level of the world 
may be affected. But at least for a certain time the conse- 
quences may be confined to an aggravation of the difficulties 
which have to be surmounted by the gold-economising j)oli(;y. 
Thus it is possible that the general level of gold prices may be 
kept constant, irrespective of the influence of South African 
taxation. Taxation in other countries, imrticularly in countries 
which do not themselves produce gold, may reasonably be assumed 
to have no influence on the j)urchasing power of gold. Thus the 
question of the influence of taxation on 2 )rices is reduced to a 
question of relative price-fixing within the country concerned. 
And we come back to our general rule that the i^rice-raising effects 
must be counterbalanced by corresponding price -depressing 
effects. A natural consequence is that no statistics concerning 
average j^rices can be expected to tell us anything about the 
effects of taxation. 

Clearly, the treatment of the problem will be very much sim- 
plified by this limitation of its scope. Certainly the 2 )roblem of 
the influence of taxation on prices still remains difficult enough ! 

Gustav Cassel 


Djursholvi, Sweden, 



THE NATURE AND PRESENT POSITION OF SKILL 
IN INDUSTRY 


At a recent meeting of the British Association, Professor 
T. H. Pear opened a discussion on tliis subject, wliich he 
approached as a psychologist. Ho proposed to define skill in 
psychological terms as “an integration of well-adjusted responses 
to external situations.’* 

Ho maintained that the exercise of skill plays an important 
part in the development of personality, and that the elimination 
of it from industry, which is one of the main aims of modern 
methods, must have grave social consequences. 

He held that work which gives no scope for skill can hold 
no adequate stimulus or satisfaction for the worker, and that, 
if w'e must reconcile ourselves to this state of things, we must 
approach many social problems from an entirely new angle. 

I have two criticisms to make on this line of thought. 

In the first place, I do not like the definition. 

I would prefer to call Professor Pear’s “ skill ” by the name 
of “ dexterity,” and to reserve “ skill ” for a broader combina- 
tion of qualities. I suggest that, in industry, the term “ skill,” 
though admittedly used rather loo.sely, has a very real meaning, 
which might, I think, be stated as follows : 

Any combination, useful to industry, of mental and 
physical qualities which requires considerable training to 
acquire. 

It is generally a combination of conscious knowledge and 
dexterity. Either may predominate and the other be of a 
relatively low order, but the level of the combination must be 
fairly high. 

It may be that this is a quibble about words, and I should 
agree that industrial skill, as I have sought to define it, includes, 
generally, some amount of skill as defined psychologically. 
There must always, I think, be some power of doing as well as 
knowing. 

While there may bo a case for separating out the elements 
of my “ industrial skill ” into knowledge, dexterity, power of 
decision and what not, it is, nevertheless, the combination that 

R b2 
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matters in industry, and it seems to mo a great convenience to 
call it “ skill ” 

My second criticism is that, if the “ skill which is under 
discussion is merely what I have called “ dexterity,” then I do 
nob see that its disappearance from industry is of any great 
moment. I agree that tlie exercise of dexterity does give one 
a glow of satisfaction, but it is not the only vehicle of self-expres- 
sion in work. 

I suggest that satisfaction in work comes from two things : 
the doing well of something that is dilBcult and the freedom to 
exercise some degree of clioice. The difliciilt thing done need 
not necessarily be i)hysicaL Tliere is a great satisfaction to bo 
derived from work in which the main requirement is the correct 
use of knowledge. 

To my mind the social problem wliich is involved in the 
mechanisation of industry turns on whether skill,” in the sense 
in which I w^ouldliko to use the term, is fated to disappear, rather 
than on the elimination of that “ physical dexterity ” which 
Professor Pear calls “ skill.” I propose to examine the question 
from that point of view, and, in what follows, it must be under- 
stood, therefore, that the term “ skill ” is used in the industrial 
sense as I have defined it. 

It is common laiowledge that many kinds of skill, which 
formerly were necessary, are being eliminated from industry. 
This is true, whichever definition is adopted. Jobs are being 
split up so that a composite operation Avhich required long train- 
ing for its performance is broken down into elementary jobs, 
each so simple that it can be done with very little training. The 
proud boast of Mr. Ford may be quoted, tliat 85 per cent, of the 
jobs in his works do not need more than two weeks’ training. 
From this, the conclusion has been drawn that the industry of 
the future will only find employment for the feeble-minded, and 
the question is naturally asked, “ What are wo going to do 
about it ? ” 

I suggest that the picture which is conjured up by Mr. Ford’s 
developments is distorted, and that the conclusions which seem 
so naturally to follow from it are not nearly so inevitable as they 
appear. It must be remembered that to keep Ford’s works 
going there are very many other shops occupied in making 
machines and tools for him, and that much of such work cannot 
be reduced to a mass-production basis and requires a good deal 
of the engineering craftsman’s skill ; it also requires a fairly high 
proportion of designing skill. Further, the reducing of mami- 
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facture to mass production involves the development of an 
organisation of control, with a refinement of clerical methods, 
that introduces large now fields of skill. There is also the need 
for greater regularity of raw materials, and of all the various 
supplies used, and this means that all of Ford’s suppliers are 
having to go in for more and more work of a scientific laboratory 
nature, in order to be able to conform to his necessarily stringent 
specifications. 

Moreover, as soon as production has been placed on a mass 
basis, the problem of selling — of creating markets— l)ccomcs 
acute, and the modern selling methods which have resulted 
require a high level of skill to be exercised by large numbers of 
people. 

I am inclined to think that if all the ramifications of Ford’s 
suppliers of material and equipment co\dd be traced out, and 
the selling staffs of all were also taken into account, it would bo 
found that the degree to which skill of one kind or another 
entered into the complex had not changed nearly as much as 
would appear at first sight from the days when Ford was a small 
man making cars mainly by craftsmen. Certainly no one will 
contradict that more skilled men, in actual numbers, are being 
employed now in connection with Ford’s activities— taking all 
the ramifications mentioned— than would bo the case had Ihj 
never embarked on the policy of mass production based on the 
elimination of skill. 

What is happening is that skill which used to bo applied to 
the production of articles of direct consumption is being elimin- 
ated and replaced by skill applied to the design and construction 
of the machinery and tools for making those articles ; to a more 
refined control of the raw material out of which they are made ; 
to the finding of markets for them ; and to the control of complex 
organisations. 

Another tendency must also be noted. 

Any given kind of work to whit^h the process of mechanisation 
is applied goes through various stages of development, and it is 
important not to confuse an intermediate stage with the final 
one. 

At the outset, work is dependent on the skill of a craftsman. 

Next, a machine or tool is developed which replaces the 
skilled movements of the craftsman by movements controlled 
by mechanism. The operator’s part is to adjust or “ set ” the 
machine to do a particular job; to start and stop the various 
motions of the machine at the correct moment; to place the 



596 THE ECONOMIC JOURNAL [DEC. 

raw material in it in the eorrect way ; and generally to see that 
the machine is doing its work properly. Such a machine is 
usually “ universal ” in that it can do a largo variety of work, 
and the operator must be able to set and operate it for such 
variety. This stage also involves considerable skill, but a skill 
containing more of the elements of knowledge and judgment than 
of physical dexterity. 

Under the need for greater inoduction, the next stage is to 
split up the operations done on tlio universal machine into 
elements, and to have a single-purpose machine often, though 
not necessarily, automatic, to do each. Suc-h a machine is 
manned i)y an unskilled operator, and often all ho has to do is 
to place the raw material in j)osition and remove the fuiished 
work, no skill worthy of the name being rccpiircd. It must bo 
noted, however, that at this stage various now kinds of skill 
arc brought in, and are exercised by additional individuals in 
ancillary servk cs. There is the ‘‘ setting up ” of the machine, 
the keex)mg of it in repair, the separate inspection of the work, 
et cetera, et cetera. Nevertheless, it is (piite likely that at this 
stage the proportion of individuals who are called on to exercise 
skill in connection with the work is less tlian in tlio earlier stages. 

The solution of splitting up a job into a number of elements, 
each performed on a single-purjjoso machine, involves a great 
deal of intermediate handling, and, to eliminate this, more 
ela])orato machines are developed, whicli combine several ele- 
mentary operations and which are fully automatic, even porhaj)s 
to the extent of placing the material in position and removing 
the finished work. While even at this stage the machine may 
still be operated by an unskilled man, it is much more likely 
that it will have become so comxdicated and the cost of a mishap 
be so great that highly skilled operators will be employed, who 
have not only to Avork the machines but to keep them in adjust- 
ment. kSuch work may well call for a very high degree of skill 
in the form of judgment, alertness to recognise the first signs 
of the hundred-and-ono tilings that may go wrong, and a real 
understanding of the principles on which the machine works. 
In such a case the unskilled portion of tlie labour concerned with 
the process has been practically eliminated; for not only have 
we the various skilled ancillary services, but the very operator 
has again become a man of skill. 

On the other hand, if an unskilled operator is still employed, 
the work which is entrusted to him is so simple that he will look 
after a whole battery of machines, and the number of such men 
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will be greatly reduced compared with the increased numbers 
engaged on the more skilled ancillary services. 

The first impression, that skill is being more and more elimin- 
ated from industry, must bo corrected by noting these two 
tendencies. 

The first is that the skill which is being eliminated from the 
actual production of “ consumption goods ” is being replaced 
by skill devoted to the making of the means for producing them. 
New skills are also being called into being in the ancillary services 
in the factory, in the way of inspection, routing of work, control 
of more comj)licated organisations, ct cetera. The increased 
skill of modern selling must also not bo forgotten. 

The second tendency is that, as the process of replacing the 
primary workers’ skill by more ami more automatic machinery 
goes on, the machine becomes so complicated that the work 
which can bo entrusted to the unskilled man gets to be so restricted 
that it is included with that of the skilled machine setter, the 
unskilled man being finally eliminated. True, the machine setter 
does not need the skill of the “ cunning workman,” but the 
qualities of judgment, observation, quick action and under- 
standing constitute skill of a very real kind. The output of 
machines that have developed to this stage is, of course, so 
great that the direct wage element of th^ cost of the product is 
insignificant, and docs not constitute a bar to employing a skilled 
man. 

How far these tendencies will correct the balance of skill in 
industry, which the process of mass production seems so seriously 
to upset, cannot be ascertained without some far-reaching research, 
but it must not be forgotten that the part of the process of change 
which is in the limelight consists of just those cases, like Ford’s, 
whore the tendency is all in the one direction. The corrective 
tendency goes on in nurnbeiiess smaller works and from its 
nature is not spectacular, and is apt to be overlooked. [ would 
also suggest that even Ford has not reached the final stage 
which I described in nearly all the possible cases. 

My own view is that the proportion of skill -using tlio term 
as I have defined it- is not in fact being very seriously upset. I 
believe that as fast as one typo of skill is eliminated other types 
of skill are called into being. If this is so, the problems due to 
elimination of skill are personal rather than general, viz. what 
to do with those individuals whose particular skill is no longer 
wanted. To them personally the process is apt to be one of 
de-grading from craftsmen to unskilled machine tender. This 
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is serious enough, but presents a less dismal outlook than the 
view that industry will ultimately have no use for any kind of 
skill. 

I am encouragcil in my view by experience in my own works, 
which is an engineering factory making repetition articles, and 
w'hieh has been going through a process during the last fifteen 
years of development on the lines of “ scientific management.” 
We luu e carried ]ierhaps as far as any firm in England the pro- 
(‘css of “ distillation of skill” and specialisation of management 
functions. 

I have made an analysis of our employees with reference to 
skill at three dilTerent })eriods -1913, early 1927 and the present 
time (August 1028). The results aro given i?i the following 
tables. The basis of measurement of skill ” is necessarily 
somewhat arbitrary, but I have used the same basis for each 
of the three years dealt with, and 1 think that the indication as 
to tendencies, brought out by the figures, will stand criticism. 
I have used “ skill ” in the industrial sense, not the psychological, 
Jind have taken as a dividing line skill which requires about two 
to three years to acquire under ordinary industrial conditions, 
i,c. of training on tlie job, not by moans of whole-time intensive 
courses. 

Looking at Tables I and la, the striking movements aro : 

1. The growth of the craftsman category, both in numbers 
and in })crcentago of the whole. 

2. The reduction in numbers of both s(‘mi-skillcd machine 
operators and unskilled labourers. This is due to : 

(a) Tlic introduction of more elaborate machinery, 
giving greater output and requiring less “ manning.” 

(h) The grow'ing use of skilled men on such machines. 

(r) The increased use of wminen for unskilled wajrk. 

3. The reduction in numbers of “Upper Staff” rand “ iMah^ 
Clerical.” This is dealt with ifi a note to Table II. 

4. The marked growd-h in numbers of women. 

From Tables I and la 1 have picked out the categories that 
seem to me to involve skill of the degree mentioned, and have 
added them together in Tabic 11 tosummari.se the relation of 
skill of all kinds to the total numbers employed. Jly the above 
test I have ranked as “ skilled ” the followdng groups : 

(,'raftsmen : 

These have all learned a trade and are called on to 
practise it. 
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Craftsmcn-Apprenticcs : 

If not yet all fully qualified as skilled their numbers are a 
measure of our need for craftsmen-sldll. 

All male staff workers, including : 

Upper staff. 

Foremen. 

Drafts men. 

Clerical. 

And of the women staff workers : 

Upper staff. 

Forewomen. 

(Clerical over twenty-one years of age. 

Practically speaking, all the women on production work are 
unskilled. 

The inclusion of all the male Clerical and the women Clerical 
Staff over twonty-ono years of age may bo questioned, but a 
close inquiry into the work convinces mo tliat an experience of 
at least two years is needed to do any of the various jobs well. 
Much of the old clerical drudgery, which required little or no 
skill, lias lieen eliminated by tlio introduction of calculating and 
statistical machines, book-keeping machines, duplicating and 
printing devices, and other aiipliances. What unskilled clerical 
work is left is done by girls under twenty-one years of age. 

In Table TI I have shown the sum of these various groups of 
skilled people in relation to the total numbers employed, and 
the result shows that the proportion of “ skill ” of one kind or 
another has remained practically constant. The period of fifteen 
years between 1013 and 1028 has seen a revolution in our manu- 
facturing processes, clerical and statistical methods, and in our 
organisation. All steps have been designed to replace skill by 
machine, or to subdivide complex skills into simple ones. And 
yet the result is as I have shown. 

It may be asked, on examining these figures, whether the 
development of scientific management based on the elimination 
of skill has not been a failure, since, by my own showing, it has 
left the proportion of skill nearly constant. This can only be 
answered by an examination of the production at the three 
dates in question. Taking all the employees together at each 
date, what did each of these variously constituted groups manage 
to produce? The results are shown in Table 111. 

The 1,807 people in 1928, containing 34-9 per cent, of skill. 



Hans Renold, Limited, Manchester 
Analysis of Employees u'ith Reference to Skill of Occupation 
Table I . — Men {in Detail) 



1913. — Activity normal and distribution of personnel between various categories normal. 

Jan. 1927. — Period of sLtoknoss affecting chiefly tlie unskilleil ; hence abnormally high ijercentage of skilled categories, 






HaXS ReXOLO, LiEMITED, ]MATSrCIIESTER 

unimary of Numbers in all Skilled Categories 
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“ Actual prices ” means prices ruling at each of the three dates. 

Average wage ” is not in line w'ith H.R, Ltd. wage index because of — 

(a) The variation in proportions of the different grades of employees. 

(b) As between 1927 and 1928, the high proportion of skilled grades in 1927 (see note to Table I). 

These figures, due to inadequacy of records, are somewhat conjectural, but are believed to be substantially correct. 
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produced in value nearly two-and-a-half times as much per 
individual as the group of 1,256 people in 1913, which contained 
much the same proportion of skill, viz. 36*7 per cent. As the 
price of the product has now, in 1928, just got back to the 1913 
level, no correction on tliis score is needed. Incidentally, although 
ihe prices are down, tlio wages are substantially above the 1913 
Icv'ol. The increase in productivity, as measured in selling 
value, does not, however, quite compensate for the rise in wages, 
if it were possible to express the output conveniently in numbers, 
weight or feet, the increase in productivity would appear greater 
still. A scrutiny of this talilc suggests tliat the benefits of the 
increased cHlciency have gone, in very full measure, to the public 
and the employees. 

These figures seem to support my general contention that 
modern developments of industrial methods require just as high 
a proportion of skill of one kind or another, and at some ])oint 
in the complex, as was needed previously. In the ease I have 
cited, the company i^roduces miudi of its own machinery and 
tools, and hence gives a truer picture than does a business like 
Ford’s, wlicre there is no means of estimating the volume or 
nature of such work, which is distributed and hidden away in 
the records of other, unrelated, concerns. 

If it be objected that the “ skill ” which I have been talking 
about is not Professor Pear’s “ skill,” then I would reply that, 
while admittedly “ skill ” in the latter sense is needed less and 
less, its disaj)})earance does not raise any general social problems 
and docs not indicate tliat industry Avill, in the future, only 
provide stimulus and satisfaction to the mentally deficient. 
There is as much satisfaction to be derived from the exercise of 
skill in the sense in which I have been using the term as there 
is from the exercise of dexterity. 

If the satisfaction which industry now olfers is felt to be 
insufliciont for a full life, the cause does not lie with the trend of 
industry, but with the greater demands on life which a more 
highly educated people is making. 

ADDENDUM 

The movement in numbers of Upper Staff and Clerical Workers 
revealed by the statistics quoted in the foregoing paper were so 
surprising that a further investigation was made. It was thought 
possible that the picture might be misleading due to taking the 
year 1913 as the starting-point, as the business referred to was. 
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in that year, experiencing the first flush of enthusiasm for scien- 
tific management methods, and it might bo that a great increase 
of Upper and Clerical Staff had just recently taken place. 

Unfortunately, the records previous to 1913 are less complete 
than the later ones, and it was only possible to trace the number 
in the case of “Upper Staff.’’ In 1911, which was well before 
the introduction of any “ scientific management ” ideas, the 
number of such staff was 70 as against 78 in 1913. The total 
number of employees had grown over the same period from 
1,150 to 1,256. This growth of Upper Staff is ratlior greater 
than is justified by the growth of total numbers of employees, 
and would seem to indicate that the introduction of scientific 
management had a tendency, at the outset, to increase the pro- 
portion of this group. But if the comparison bo made between 
1911 and 1928 instead of between 1913 and 1928, the fact brought 
out by the first investigation still remains true, viz. that the 
X^roportion of Upper Staff is now substantially less than it was 
before the introduction of scientific management. 

Although the figures of Clerical Staff for 1911 are not avail- 
able, there is no reason to think that they would place any 
different complexion on this conclusion. 

The figures for Upper Staff and Skilled Clerical Staff, inclusive 
of the 1911 figures, are summarised below. 


Tablm IV 


Year. 

Total 
Number 
of Km- 
ployoe.s. 

Upper Staff. 

Clerical Staff. 


Women. 

Total. 

0/ 

.O’ 

Men. 

Women 

OViT 

21. 

Total. 

O' 

/O’ 

. 

1011 

1,150 

()() 

4 

70 

(rl 

♦ 

* 

* 

* 

ioi;j 

1,250 

71 

7 

78 

o:i 

150 

24 

174 

!3’8 

1927 

1,350 

02 

i:i 

75 

5-5 

70 

97 

173 

12-8 

1928 

1,807 

5‘J 

12 

71 

40 

78 

101 

179 

9*8 


* Ligurea not availuMo. 


In addition to the above, the figures for “ Output per Em- 
ployee ” and for “Average Wage” arc also available for 1911, 
ami liave been interpolated in Table III, as have also figurc;i 
for “ Price Index ” and “ Wage Tmh^x.” These last are, how- 
ever, somewhat conjectural, due to inadecpiate records, but are 
certainly approximately correct. 

The main contention that skill has been on the increase as 
management methods have developed is borne out, as between 
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1911 and 1913, by the comparison of the figures for “Wage 
Index H.R. Ltd.” and “ H.R. Ltd. Average Wage.” The first 
of these gives the average of the changes in wage rates of various 
classes of employees, while the “ Average Wage ” is the total 
wage bill divided by the total number of employees. 

As between 1911 and 1913, the wage rates for each class of 
emi^loyce remained, on the average, constant, but the average 
wage rose substantially. This can only mean that a general 
“ up-grading ” of the personnel had taken place. It has already 
been shown that the proportion of Upper Staff changed very 
little, and it is believed that the same is true of Skilled Clerical 
Staff. This being so, the change must have been an increase in 
the more skilled and therefore highly paid classes of manual 
workers — probably the same movement that the records prove 
for 1913 to 1928 in the proportion of tradesmen. There was 
probably also an increase within each class of the proportion of 
men near the tot) limit of skill, and wage, for the class. 

C. G. Renold 

Manchester. 
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Economic Problems New and Old. By Professor Allyn A. 

Young. (New York. (London : Allen and Unwin.) Pp. 

301. 105.) 

When Napoleon conducted the diminished remnant of his 
army out of Russia in 1812, what was in esse a half -armed division 
was in posse the Grand Army. From veteran marshal to veteran 
sergeant, it contained all the essential elements of that tremendous 
force. 

In this little book of Professor Young’s is to be found the doubly 
distilled essence of an economie system. It covers a great variety 
of topics, through each of which one aspect or another of the 
author’s views is revealed. 

Nearly all the fourteen papers included have been published 
before (at various dates from 1911 to 1927), but even those 
economists who already know them will be glad to have them 
assembled between two covers. 

Among the best are two critical articles, one on Jevons’s 
Theory of Political Economy (1912), and the other a review of The 
Trend of Economics ^ a collection of economic essays from a number 
of American economists (1915). Here is to be found a survey of 
fimdarncntaLs in economic theory. The article on Limitations 
of the Value Concept forms a companion to them. 

Monetary theory and the theory of credit are represented by 
articles on the Trend of Prices (1923) and the Structure and 
Policies of the Federal Reserve System (1927). Between them 
they contain a philosophy of central banking. “ There are some 
who deprecate any interference with the ‘ natural course of 
business . * They forget that the operations of central banks cannot 
but have their effects on business, and that it would be blindly 
stupid not to take these effects into account when determining 
just what a central bank shall do and when it shall do it ” (p. 80). 

“ Reliance upon any simple rule or set of rules would be 
dangerous. Economic situations are never twice alike ” (p. 81). 

An illuminating account of the special position of the New 
York Federal Reserve Bank, “ first among equals,” follows 
(pp. 84r-94). 

Closely related to monetary theory are two articles on price 
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index numbers. But in thorn Professor Young has restricted 
himself to the technical side of the subject, with reference especially 
to methods of weighting and averaging. 

Two long articles, Depreciation and Rate Control (1914) and 
Anti-Trust Legislation (1915), are devoted to topics which are of 
concern mainly to Americans. They are not without a wider 
bearing here and there, but that is only incidental to the detailed 
discussion of the application or interjiretation of certain American 
statutes. 

Tliree articles, the first three in the book, deal with tlie post- 
war problems of Europe. They include Professor Young's impor- 
tant report of 1925 on the economic situation of Hungary. 

The following quotation sums up the conclusions of Professor 
Young’s address on Economics and War at the American Economic 
Association (1915) : 

“ The attitudes and activities which we have in mind when 
we speak of ‘ the economic causes of war ’ arc not inevitable and 
unyielding expressions of permanent traits of human nature. 
They are forms or patterns of conduct and are correlated with 
particular modes of organisation. Other forms and patterns, 
associated with other modes or organisation, are within the bounds 
of practicable achievement.” 

R. G. Hawtrey 

The Behaviour of Prices: a Report of an Investigation. By 
Ere DERICK C. Mills. Publications of the National Bureau 
of Economic Research, No. 11. (New York: National 
Bureau of Economic Research. 1927. Pp. 598. $7.) 

This volume is, in its way, a somewhat remarkable and 
valuable piece of work of a kind which, as yet, simply does not 
exist outside the United States. Mr. Mills has devoted some 
six hundred pages to the calculation and tabulation of various sets 
of facts about commodity prices over the period 1890 to 1925, of a 
kind which anyone who may want to make generalisations about 
the behaviour of prices will need as the basis of his conclusions. 
It is the peculiarity of Mr. Mills that he starts without any theories 
and ends without any, being content to set out his material for the 
benefit of those who have less taste than ho has for laborious 
investigation, and more taste for theorising. But although so 
great an unwillingness to attempt the higher flights of thought 
might be expected to indicate rather low-grade research, this is 
by no means the case in the present example. The work is a very 
high-grade one. Whilst the book is formidable in appearance 
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and by no means easy reading, almost anyone whose business it 
is to think about price index-numbers and other monetary 
problems will almost certainly find it useful, since the facts here 
set forth will serve to correct some of his preconceptions and suggest 
to him, perhaps, some new ideas which are worth pursuing. The 
book is a pioneer work in that kind of quantitative observation 
which has provided the basis on which other subjects have been 
turned into accurate sciences. Whether the uniformity of economic 
settings is sufficient to enable the economist to make full use of 
this kind of work, time will show. But unquestionably it is 
worth while trying. If economic theory was armed with books 
of this kind providing quantitative observations over the whole 
field of the subject, the hojics of progress would be unquestionably 
increased. 

The book is divided into five sections. The first one deals with 
various measurable characteristics of commodity prices. ^Ir. 
Mills makes free use of “ price relatives,” by which he means the 
price in any one year measured as a percentage of its ])ricc in the 
previous year. lie then measures the degree of variability of the 
prices of dillerent commodities month by month and year by year, 
noting the frequency and amount of changers and other character- 
istics. He then deals with price trends and with the duration 
and amplitude of individual jirice changes during general price 
movements. The nearest lie gets to generalisation is the 
following : — “ It is assumed in many discussions that there is a 
certain ‘ normal ’ relation between the prices of individual 
commodities and commodity groups, and that this relation is 
disturbed during such price disturbances as were brought by the 
war. Present evidence indicates that there was no normal 
jire-war relation between prices, in their absolute form. What 
was constant in the prc-w'ar price situation was not a set of lixed 
price dihcrenccs, but ndations which changed at fairly regular 
rates year by year. To assume that the actual prices in a given 
year stand in a normal relation to cacli other is to attempt to 
crystallise a cross-section of a constantly changing situation.” 

The next section deals with regional dillerenccs in commodity 
prices, that is to say, the extent to which the variations in price 
of the same commodity at the same times can bo ditferent in 
different geographical regions. Mr. Mills’s data mainly relate to 
different parts of the United States, and it is remarkable how 
considerable a variability he discovers to have existed. He also 
notes down a few particulars relating to movements in different 
countries, the following table showing how very different even the 
No. 152. -VOL. XXXVTII. s s 
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average annual rates of change in price between 1896 and 1913 
lijive been in four countries in the case of commodities which we 
generally rc'gard as standardised and subject to an international 
price. — 



Average annual rat«‘,s of ehango 

in ])rieo, 

Commodity. 


1890- 

1913 . 


United 

•States. 

(beat 

Britain. 

(Jer/nany. 

Fruneo. 



]>er eent. 

per eent. 

j)er cent. 

per cent. 

Wlioat 

2 0 

1-7 

20 

1-5 

Ky‘^ 

41 


20 


PotatooH 

4-3 

_ .4 

2-7 

4.4 

•Sugar, raw 

,o 

1-2 

■4 


•Sugar, rofmed .... 

•1 


-1-2 

2 9 

Cotton, raw 



as 

a-9 

Cotton yarn .... 

2-(> 

:m 

ai 


Pig iron 

10 

1-7 

— -2 


Copp(‘r 

Coal, bituminous 

10 

•1) 

!•.'> 

M 

1-0 

1-7 

1*9 

Petroleum 

Jo 

- *2 


2*2 

Wool 

M) 

1-5 



•Silk . , 

- 1 

^ -1 



Rubber 

2:t 

a- 7 



Hido.s 

:m 

a - 2 



Coffoe 

2-7 

1 

- 2-4 


.1 


III anotlier table ho produces even more strikingcvidenco as to the 
differences in different countries in the degree of the year-to-year 
variability in the prices of these commodities. 

In the third section Mr. Mills attempts the measurement of 
price instability, that is to say, the d(‘grec of price di.spersion. 
Here again he .shows that the extent of dispersion is much greater 
than one might have supposed, and in general that the variability 
of relative prices is quite astonishingly largo. Ho also linds what 
one would expect, nanudy, that the changes in relative prices are 
greater at times when the price level itself is subject to change. 
The extreme instability of relative prices as disclosed by Mr. Mills 
certainly seems to mo to dispose finally of any confidence which 
one could have felt in unweighted price index-numbers. It is 
clear that movements in relative prices arc so large that changes 
in the prices of individual commodities cannot be regarded as 
good samples of changes in the general price level. 

Finally, in the fourth section an attempt is made to deal with 
the character of price change.s during business cycles. This 
section is, in my opinion, the one in which least material of general 
interest emerges. J. M. Kevnes 
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The Board of Trade. By Sir Hubert Llewellyn Smith, 
O.C.B. (G. P. Putnam’s Sons, Lid., London and Now York, 
1928. Pp. ix + 288. Is. Od. not.) 

All who arc acquainted with the work of Sir Hubert Llewellyn 
Smith know that he has great skill in reducing to order a chaotii^ 
mass of material and exhibiting the nvsult as an articulated 
structure, with all the parts symmetrically dis])layed and the 
purpose of the wdiole made manifest. Seldom, however, can he 
have had a more difficult task than in com])r(‘s^ing into so brief 
a space the history of the Department in wliich he served for 
twenty-six years, twelve of them as Ptu-manent Secretary, and 
which he only hdt in 1910 to hold for eight years moiv the ollan' 
of Chief Kconomm Adviser to His xMaj(‘sty’s Government. 

The first germ of the Department is to })e found in a Com- 
mittee set up by the Privy Council on October 21, 1621, to collect 
and prepare evidence to enable the Council to comply villi an 
order of the King “ to take into their consideration the trm* 
causes of the decay of trade and scarcity of coyiu* within this 
Kingdome, and to consult of the meancs for removing of these 
inconveniences.” Tii 1649 the Tntern'gnum Act imposed on 
the new Council of State the specific duty “ to use all good 
ways and means for the securing, advancement and encourage- 
ment of the Trade of England and Ireland and the Dominitms to 
them belonging and to promote the gexal of all Foreign Plan- 
tations and Factories belonging to this Commonwealth or any 
of the natives thereof,” 

A new Council of Trade was ap])ointt'd in 1660 and was 
instructed to take into your consideration ye inconveniences 
well, the English Trade hath sutlered in any parts beyond the 
Seas,” the enforcement or improvenumt of tnaities, and the 
interest of all such trades as are or shall be Ineorpoialed by Or. 
lloyal Charters.” The means by which British manufactun's 
may be “ restored and maintained in tlu'ir anciemt goodne>s 
and reputation,” the establishment of just standards of measure- 
ment, the fostering of “ Native Commodities ” “ to the ('m])loy- 
ment of our people and to the best advantage of th(‘ publi(pie," 
the particular care of tFhing and navigation, and the general 
state and condition of the Plantations wen' also ecmimended to 
the care of the Council. The governing ])rinei[)le of trade [)oliey 
was laid down in Clause 7 : ‘‘ You are seriously to consid('r and 
enquire whether the importation of Foreign (.'ommodities do not 
overballance ye ex])ortation of such as are native And how it 
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may be ordered remedied and provisioned tliat we may have 
more sellers than buyers in every part abroad and that the 
(^oyiio and ye pressent Stock of these our Kingdoms may be 
preserved and increased VVe judging that such a Scale and Rule 
of proportion is one of ye highest and most i^rudential points of 
Trade by which the riches and strength of these Our Kingdom 
arc best to be understood and maintained.” Finally, from the 
Instructions of 1696 we may take this : “ To consider of proper 
methods for settling on workc and employing the Poore and 
making them useful to the Publick.” 

These early documents contain in eml)ryo form all the func- 
tions which in later years fell to the more developed Depart- 
ment, but too much should not be read into them, modern as 
some of the old j)rol)l(‘ms may appear. Ilie complaints of 
merchants forcibly brought trade under the notice of Govern- 
ments, and the emphatic insistence on the principle of the 
Mercantile System was a recognition of the organic connection 
between overseas trade and national welfare, but so far as regards 
trade the Council of Trade and Plantations had no executive; 
power, and its duty w'as to make disconnected inquiries into 
t)articular problems at the instance of other organs of the Govern- 
ment. The quarrels of ambitious politicians, the jealousies of 
the “ Southern ” or “ Home ” Department, the gross extravagance 
and inefficitaicy of the ])atronage officials, all militated against 
the usefulness of the Council and ultimately led to its abolition, 
at the hands of Fdmund Burke, in 1782. Nevertheless, much 
good work was done and the journals of the Council must con- 
tain a mass of information regarding the commerce of the seven- 
teenth and eighteenth centuries, which one hopes that Sir Hubert 
will find time to investigate and make public for students. 

William Pitt soon found it necessary — on March 8, 1784 — 
lo re-establish the Committee of Council on Trade and Planta- 
tions, and so to inaugurate the Department which we know 
to-day. But this was probably due rather to the accumulating 
pressure of practical day to day necessities than to any conscious 
design on the part of the new Prime Minister to resuscitate the 
Board of Trade and use it as the instrument of his commercial 
policy. It was indeed at first a makeshift body possessing 
neither power, initiative, staff nor funds.” Experience of the 
helpfulness of the Board of Trade (as it began to be called about 
1786) in the framing of Pitt’s Irish i)olicy and the negotiation 
of the Anglo-French commercial treaty convinced Pitt of the 
“ absolute necessity of establishing a permanent and well- 
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equipped organisation to deal with trade matters as part of tlie 
machinery of Government, ’’ and in 1786 the Department was 
j)rovidcd with a Secretary in addition to two clerks already 
serving, and seven clerks of various grades were attached to it. 
By 1853 the staff had risen to sixty -six. Tt was really in the 
course of the work of freeing trade from tlio old protective legis- 
lation affecting trade and shipping that the Board found them- 
selves. The railway development also came within their sphere, 
and the need for accurate information for the guidance of Govern- 
ments led to the growth of an apparatus for dealing with all 
commercial and labour matters. 

Headers must be referred to the book itself for details. From 
the loins of the Board sprang lirst th(‘ (Vdoniai Cilice, now separ- 
ated into the Dominions Office and the Colonial Office. Later 
the Ministry of Labour and the Ministry of Transport were 
formed out of the Labour and Railway Departments of the 
Board. Fishery matters had bc'cii transferred to the Board 
(later Ministry) of Agriculture. The “ basic functions ” of the 
Board still remain, as they have becui from the beginning, “ the 
advancement of trade, manufacture and navigation, the protec- 
tion of British trade interests in overseas countries by means of 
diplomatic representations or commercial treaties, the investiga- 
tion of complaints by merchants and manufacturers, and the 
collection of statistical and other information with regard to 
trade matters.” 

Overseas trade is cared for by the Commercial Relations and 
Treaties Department and by the Department of Overseas Trade, 
the joint organ of the Board of Trade and the Foreign Office. 
The Mercantile Marine Department administers the law relating 
to merchant shipping. The Patents Office and the Companies 
and Bankruptcy Dt'partments supervise industrial i)ropcrty. 
The function of the Industries and Manufactures Department 
is to keep itself acquainted with the development and needs 
of internal manufactures. The Statistical Department is jointly 
responsible with the Board of Customs for statistics of British 
overseas trade, and collects and publishes statistics of the trade 
of other countries, of British shipping, of migration, of prices. 
It also registers the progress of British industry through periodical 
Censuses of Production and the new quarterly Index of Pro- 
duction, and deals with economic questions affecting trade and 
industry such as the “ balance of trade.” The whole work of 
the Board is co-ordinated by the monthly meetings of the Board 
of Trade Council, consisting of the senior officers of the Board 
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presided over by tlie President. Finally, the Department is 
kept in direct touch with public opinion through the monthly 
meetings of the Advisory Council of nominated representatives 
of industry, commerce, and finance. It will thus be seen that 
in the Board of Trade we already possess in all essentials that 
“ Economic General Staff the creation of which is being eagerly 
advocated by many as an indispensable aid to the restoration of 
British trade to its “ ancient goodness and reputation.” 

Henry W. Macrosty 

Lancashire under the Hammer, By B. Bowker. (Hogarth 
Press. Pp. 127. Ss. C)d.) 

This is a downright and vividly written book; a little 
crusade by a courageous man. The analysis which is i)resente(l 
of the Lancashire cotton industry falls into three parts. In the 
first the author provides a background for his study of the 
present depression by dissecting the movements which were 
taking place before the war and by summarising the results of 
the post-war financial boom. Hero ho is on safe and charted 
ground. The case with which profits were made in the cotton 
industry before the war; the indifference to and the contempt 
for foreign competition which was arising; tho retention of 
methods of trading which wore unsiiited to changing world con- 
ditions ; the growth of large numbers of unnecessary agents and 
superfluous middlemen ; the tremendous profits made during tho 
war; the amazing over-capitalisation which the 1020 boom 
period produced, — all these are commonly acce])ted facts whi(;h 
are yet worth repetition. It might be argued that Mr. Bowker, 
in order to contrast the conditions of the pre-war and post-war 
industry, is guilty of over-emphasising tho prosperity before 
1913. His picture of “ wealth on tap ” docs not exactly square 
with the serious and repeated depressions in the industry or 
with the number of committees, official or unofficial, which sal, 
between 1890 and 1913, to discover the causes of loss of trade. 
Let him, for example, read an article in Blackwood's Magazine, 
July 1892, in which tho steady and inevitable shrinking of the 
industry is forecasted, and a further article ^ by E. Helm, the 
secretary of the Manchester Chamber of Commerce, in which the 
pessimistic view is rejected, l)ut is given sufficiently careful 
consideration to show that Lancashire the golden was always 
fearing and often discovering faults and fissures in its vein of 
1 Kconomic Journal, 1892. 
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prosperity. But if the picture is sliglitly over-tinted it is not 
distorted. The facts that, before the war, the United Kingdom 
had about 70 per cent, of the total world exports of cotton goods 
and that the value of her exports showed a steady and rapid 
secular increase are sufficient proof of this. 

The second section of the book is dcvot('d to the remedies 
which have been applied and the forces and conditions in the 
industry which liave made these remedies futile. Here Mr. 
Bowker takes tbe business man himself as (be target. He bits 
his nail firmly on the head in the sei^tence, “ it is in men and 
not ill things that the deepest trouble lies.” His ])oint of view 
is diametrically opposed to that put forward by Professor Young 
in his paper before ibo British Association in 1928. And it is 
not difficult, in the light of subsequent expc'rience, to castigate 
the Lancashire cotton man. It is only too clear that there was a 
complete failure to realise that the depression was permanent 
and demanded a wholesale reduction in the scale of output; 
that policies were adopted which postulated a rapid return to 
1913 output, and that a body of vested and sbort-sigbted interests 
was massed to resist tbe changes which were necessary. The 
Federation of Master Cotton Sjiinncrs comes in for particularly 
severe treatment. Its organisation is criticised as unwieldy and 
ineffective. Its leaders are condemned for a vacillating and 
mistaken lino of action. Its members are accused of disloyalty 
and weakness. For the Yarn Association, however, Mr. Bowker 
expresses approval as marki'd as his condemnation of the Federa- 
tion. This is a rather inconsistent attitude when it is realised 
that the Associat ion consisted of about 70 per cent, of the American 
spinning members of the Federation. He sees the failure of i\m 
Association as lying almost wholly to the discredit of the 30 per 
cent, who did not join and were guilty of “ immoral ” under- 
selling. A more balanced view would suggest that, however 
laudable the motives of the Association, its policy was no more 
likely to succeed than that of the Federathm. It was attempting 
to fix prices in a market where prices arc fixed by world c.on- 
ditions. Since the transferable quota system never came widely 
into operation it was restricting output without confining restric- 
tion to the least efficient firms. It contemplated operation 
without reducing the capitalisation of the constituent firms. 
Its life was essentially precarious, since it had to fix minimum 
prices high enough to encourage many comparatively inefficient 
firms to continue membership, and low enough to enable tlie 
more efficient to sell that volume of goods which they knew they 
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could sell cas independents in the market. The range of the 
spinning firms it covered produced questions of demarcation 
and grading almost impossible to settle satisfactorily. The Yarn 
Association served a purpose in failing, for by its failure the 
difficulties of control and reorganisation were laid clear and the 
way pointed for those smaller, financially reconstructed and 
more closely knit amalgamations which must necessarily precede 
any more ambitious scheme of combination. 

The force of Mr. Bowker’s onslaught upon the business per- 
sonnel of the industry is lessened by the weaknesses revealed 
in some of the remedies he advocates in the third section of his 
book. He stresses three possible lines of improvement. Ho 
believes that much is still to bo gained from a careful inquiry 
into international costs of production and a detailed study of the 
marketing methods of other and more successful textile countries. 
Few will quarrel with him in this, though it is to be doubted 
whether the sort of information which he has in mind is always 
available. There must be many small weaving firms in Lancashire 
whose methods of accounting are so elementary that they could 
not allocate exactly their total costs of production over the 
different items, or say definitely what effect a given increase or 
decrease in annual output would have upon such costs. The 
same is probably more true of the small firms in India or Japan. 
An English board of inquiry, however influential, would have 
no power to obtain this information from other countries save 
by indirect means and on a partial scale. His second suggestion, 
that the war-time Cotton Control Board sliould be revived prob- 
ably raises many more difficulties than it would settle. Some 
degree of unification and control is undoubtedly necessary. 
A board of the typo suggested, wo venture to believe, would 
hardly fill the picture. It would consist of emj)loyers and 
men. Are these two groups likely to agree upon the best methods 
to adopt, and who is to hold the balance between them ? And 
is the problem of the Lancashire cotton industry to be simplified 
by placing the spinning section under the control of a board 
the constitution of which in itself would establish a highly debat- 
able experiment in the joint control of industry ? This central 
board would have the power to fix prices. “ It would apply 
to the Government to have its rulings given the force of law.” 
It is very doubtful, however, whether any Government could 
do this without a wholesale change in the law relating to all 
combines and their contracts in restraint of trade. If the industry 
will not of itself set up such a board, the Government, it is 
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suggested, should contemplate its compulsory establishment. 
But it is almost impossible to imagine such a board being success- 
ful without the willing co-operation of the industry itself. The 
board, we are told, would fix prices to prevent underselling. 
Here it would meet with all the difficulties that wrecked the Yarn 
Association. On what principlc.s would it fix prices ? And 
would the firms which could not compete at the prices fixed be 
compensated ? 

How little Mr. Bowker has thought out this part of his 
scheme is disclosed by his vag\ie statement that prices would 
settle never below a protective minimum” and “never above 
a fair trading level.” There is a great deal more value in the 
third suggestion, that the formation of larger units in the industry 
will bring many advantages and pave the way for many more. 
Whether such amalgamations should be of the vortical form as 
Mr. Bowker contemplates is perhaps open to doubt. And there 
is no evidence to prove, as he suggests on p. 121, that the spin- 
ning firm in Lancashire is smaller than in othiT textile countric's. 
Yet the industry is already taking to heart the proposal for 
amalgamation. The importance of this book, however, lies not 
in its prescription but in the character of its diagnosis. It 
crystallises the criticism which has arisen in the last few years, 
and which, almost as powerfully as money losses themselves, is 
pushing on the industry to rationalisation. It refuses to take 
anything for granted. If the book could have b(XMi written 
four years ago, and if the probing attitude of mind which is 
fostered in it had been taken up by the industry, much loss and 
suflering would have been avoided. 

A last note to the author. On p. 109 ho is perplexed by two 
widely difTcring figures usually quoted as the number of looms 
in Japan. The explanation is, that the lower figure is often 
given as the total looms in that country, but it really represents 
only those looms owiu'd l)y firms which are members of the 
Japan Cotton Spinners’ As.sociation, 0^;aka. I’lie higher figure 
is the correct one. 

John Jewkes 

The University f 
Manchester, 
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Rt/ssian Economic Development since the Revolution. By M. 
Dohm. (London : George Boiitledgc & )Sons, Ltd. Pp. 408. 
L)s.) 

(Rt va la Ru,s-sic f Py Simon Zagorsky. (Pans: Imp. dii 
Petit dournal. J*p. 33(S. 10 frs.) 

Oe tlies(' two books, the former is of much greater interest 
1«) the \V('.st('rn reader than the latter. 

Mr. Dobi) approaelies Ids theme in the right spirit of sympathy 
-the best way to make new phenomena understood. The book 
‘allows some bias in favour of the Soviets, also an over-estimation 
of tlie etiieaey of Soviet decrees, but so long as the author is 
dealing with tlie theory, or, to be more exact, with the theories 
of Soviet economics it only serves to render his exposition more 
vivid, lienee more instruetive. And considering the present 
hopeless state of Russian .statistics one can hardly a.sk for more. 

Polities in post-war Hu.ssia have about the same intensity 
and (he same all-embracing character as religion had in the 
.Middle Ages, and iMr. Dobb justly emphasi.ses the impossibility 
of detaching Soviet economics from their political background. 
Whether it is a moasun^ of national importance or a minor local 
problem, the organisation of the whole system of moneyless State 
l)arter or (Ik* adjustment of wages in a workshop. Soviets would 
invariably tackle the quc'stion from its social end ; What does 
Marx think about it ? are we not too lenient towards the profiteer 1 
who comes (irs( in the revolutionary hierarchy— the workman or 
(he peasant i Gonsidcrations of elliciency and of profit and loss 
would be rc'k'gated to a secondary position if not neglected 
altogether. 

The most interesting eha]>ters of the book are those devoted 
to the New Economic Policy (NKP) and its origin. This indeed 
is (he point that focus('d all the tendencies of the Gommunist 
doc (line. 

According to po[)ular conception the NLP with its decen- 
tralisation of industry and readmission of private trade marks 
the bankruptcy of Gommunism. Mr. Dobb .spares no pains to 
prove that this is much too simple to be eorreet. From the very 
beginning of tin* R('Vf)lution. Lenin, the most if not the only 
practical Bolshevist .statesman, termed as Utopian the plan of 
an immediate realisation of a 100 per cent, communism. He 
maintained that wholesale nationalisation, elimination of money 
and economic* equality of all were but distant ideals, to be reached 
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gradually : what was required for and feasible at the moment 
was that workmen should hold the key positions, such as the 
control of credit, licavy industry and wholesale trade ; elsewhere 
private enterprise could be left to work side by side with the 
State, since the latter would always have the means of controlling 
it so as to make it serve the aims of the new classless society. 
In time, as the State acquired the necessary experience and 
enlarged its trained staff, private enterprise would gradually be 
drawn into and absorbed by the Socialist State. In 1918 the 
combined pressure of war and anarchy strengthened the hands 
of the “ extremists,” who stood for centralisation en bloc, and 
Lenin had to yield and to subscribe first to general nationalisation 
and then to the elimination of money ; but when two years later 
a breathing space was allowed to the country lie reverted to his 
original programme of gradual reform. The NEP was therefore 
a return to the regime of the winter of 1917 -18, and it is only 
the extremists of the Communist party who arc justified in 
treating it as bankruptcy. 

The strong point of Mr. Dobb’s book is the analysis of Bolshevic 
economic ideas — what the Soviets were out to do and why. As 
regards the actual economic state of the country the book is 
much less illuminating ; it suffers from a marked insufficiency of 
general statistical data — as distinct from illustrative figures in 
the nature of examples — and such general data as are provided 
refer more often to money values than to production, although 
in an isolated monopolist state the value indexes jiresent only 
minor interest. Of course Soviet statistical material is very 
scarce, partly inaccessilile and most unreliable : anyhow, tlie 
result is that some of Mr. Dobb’s conclusions seem to lack 
foundation. On p. 331 he says, for instance, that industrial 
production has almost reached the pre-war level, but there is 
practically no material on the preceding pages to ('orrohorate this 
statement. Now, if we turn to Prof. Zagorsky’s book we find 
a scries of figures— all of them also taken from Soviet sources — 
which gives anotlier impression. As compared with n)13 : 


Production of iron (1925-(i) . . 30^/0 

,, of rails (1925 -(>) . 41 

Locomotives, construction ( 192(5-7) 73 

,, import . . .40 

Blast furnaces working . . 48 


The fixed capital of the whole Soviet industry has been officially 
evaluated in 1927 at 8-2 milliard roubles, whilst the industry 
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that had been restored and was then working has been evaluated 
at 5*75 milliard roubles, i.e, about two-thirds of the whole. If we 
take into account the immense deterioration in quality of all 
industrial produce in Russia — of which abundant instances and 
anecdotes are quoted in the Soviet daily press (British merchants 
too could tell some tales about it) — then it would seem that the 
1913 level is not close at hand yet. 

On j). 395 we read in Mr. Dobb’s book : “ the income of the 
workman is considerably higher than pre-war.” One naturally 
expects to find at least the main figures showing the proportion 
between the present-day and the pre-war wages, but such 
figures are not given : we do not even know whether, when 
Mr. Dobb speaks of income, he means money wages or real wages. 
Nor do wo find such data in Prof. Zagorsky’s book — his statistical 
luggage is hardly heavier than Mr. Dobb’s — so that the central 
question concerning the position of workmen in Russia remains 
unanswered. But some indirect evidence supplied by Prof. 
Zagorsky is not reassuring. Take, for instance, the figures of 
unemployment, truly colossal for a country with 2 -2.| millions 
of industrial population (these are official figures, which according 
to Soviet sources represent probably one-half of the real figure) : 


In thous. 

1923 . . . .Gil 

1924- 5 .... 848 

1925- G .... 1017 

1920-7 .... 1353 


(The whole problem of unemployment is dealt with by Mr. 
Dobb in one sentence at the end of the book.) 

The safety of work, on account of the worn-out machinery 
and lack of inspection, is very low ; so for the four quarters of 
1925-6 the number of accidents with loss of working capacity 
was, on 100,000 working days ; 32-5, 38*8, 45 and 40*3 ; in the 
mining industry it was 70 in 1926 as against 47*4 in 1913. (Cf. 
also the astonishing number of casualties at sea reported in the 
Press this year.) 

There is still less statistical material in Mr. Dobb’s chapters 
on agriculture. On p. 354 he writes of “ the raising of the whole 
village, including the village poor ” ; but this statement too is 
left unsupported. The figures of crops stop at 1923 although 
figures for later years are available. Mr. Dobb mentions that 
multiple rotation of crops has been introduced on three million 
dessiatins, but this figure cannot possibly be credited by anyone 
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who knows the inertia of rural Russia and the poor state of 
agricultural technique in the country. Prof. Zagorsky’s statistics 
are not very illuminating either, but he gives at least the most 
important figures of the area sown and of harvests : 


Cereals : in % to 1013 



1913. 

1923. 

1924. 

1925. 

1920. 

1927. 

Area sown 

. 100 

78 

83 

87 

90 

92 

Harvest 

. 100 

59 

53 

76 

80 

— 


The peasant therefore sows less than pre-war and gets less 
from his land— which hardly testifies to the “ raising of the 
whole village,” especially if we consider that, in sjhte of “ Closed 
Scissors,” the i)easant gets less industrial goods for his produce 
than in 1013. Add to this the heavy purchase of grain abroad in 
1928, the present outcry of the Soviet Press about the shrinkage 
of cultivated area and the unsatisfactory collection of grain — 
and this in spite of a good harvest — and it would seem that all is 
not well on the ” agricultural front ” either. 

Whether consciously or not, Mr. Dobb conveys in his book 
the impression that it is not the Soviet policy, but a series of 
adverse factors — from foreign intervention to the low efficiency 
of the Russian official — that arc to blame if the progress is slower 
than might be. This is perhaps a useful antidote to the popular 
tendency of making Lenin personally responsible for every crooked 
nail that comes out of a Soviet factory. {Still there are two 
reproaches which fall wholly on the {Soviet rulers. One is the 
systematic elimination of cultured elements from all res])onsiblc 
positions, so as to give room to pure proletarians, with the result 
that administration and a large part of industry and of trade are 
now in the hands of a staff which leaves the Tsarist officialdom 
far behind in inefficiency and red tape. The second reproach is a 
lack of consistency in the Soviet economic policy. Within the 
Soviet Government there exist side by side several tendencies 
irreconcilable with each other, and ranging from militant extrem- 
ism to moderate programmes on the lines of Western Socialism, 
not to speak of purely capitalistic influences which begin to make 
themselves felt behind the scene. Hence the inner contradiction 
in Soviet economics : on the one hand subsidies to World Revo- 
lution, on the other the appeal to Western capitalists for loans ; 
the squeezing of the peasant by high industrial prices, simul- 
taneously with assigning of large funds to the improvement of 
agriculture; the political repre.ssion of Nepmen, combined 
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with the grant to them of further economic facilities : alternate 
ruquetting with the poor, mirldlc and rich peasants; an outcry 
against intolerable bureaucracy and support of hundreds of 
farcical State farms. It is this inner contradiction between 
business and class war, and the instability of policy resulting 
from it, which makes the work of a cobbler, of the President of a 
rni^t, and even of a Communist Civil servant, equally uncertain 
and uiiiu’oductive. 

Crof. Zagorsky’s conclusions arc that the Revolution has by 
now l)ronght back to life the old classes, except tlic nobility, but 
with a now ])ersonnel, of course: the bourgeoisie, which is now 
))eginning to bid for |)ower; the peasantry, which has definitely 
freed itself from the tutelage of the State and is producing in its 
luiilst tlie futuie squire, for the moment called Kulak; and tlio 
workmen, \^'ho arc now relegated to the old salaried conditions 
on the same or a lower standard of life than before, but are still 
('ujoyiug a social prestige and political privileges that reconcile 
them to the failure of their material aspirations. This social 
structure points more at capitalism tlian at socialism : it has 
])roved stronger than the State, since it has formed itself and 
maintains itself in spite of terrible pressure by the (Government, 
and the only reasonable thing the State can do now is to recognise 
(h jure what exists dc Jncio, and grant to private enterprise the 
freedom and facilities which liave been until now monopolised 
by the relatively small socialist institutions of the State. 

Mr. Dobb is mainly concerned with the history of the past. 
To liis mind one of the great acliievemeiits of the Russian Revo- 
lution was the creation in Russia of a democratic spirit free from 
the Western cult of uuiterial success. There is, of couri^e, no 
equality of material conditions in Russia, but at least Russia has 
mad(* impo.ssible tlic aeeurnulatioa of immense financial power 
in the hands of single individuals, as is the case in the West, and 
such gradation of income as there is, is based, in principle at any 
rat(‘. not on inheritance or chance, but on the social value of tlic 
work performecl. Th(‘ new democracy is in no danger from 
Xiqimen or Kulaks, since they have been and will be held in check 
by the State and the co-operatives. 

Mr. Dobb justly einphasi.ses that by surviving tlie horrible 
years JlMS-22, and by having been able to start on tlie upward 
patli witliout any help from abroad — unlike Austria and Germany 
— Russia has proved an extraordinary vitality. Given energy, 
he concludes, quick technical progress and good organisation, she 
may in a few years reach an astonishingly high level of prosperity. 
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And there is certainly nothing to disprove this conclusion, but 
one is bound to say that, so far as the available data allow us to 
judge of the present, the organisation of Russia’s economics is 
not good and the technical progress is very slow indeed. 

N. Gubsky 


Die Finanz- und Sleuerverfassung der Union der sozialistischen 
Sowjet-Republiken. By Paul Haensel, formerly Professor 
at the first State University, Moscow. (Jena : Fischer. 
Pp. 285.) 

Der Staatshaushalt und das Finanzsyslem Grossbrifanniens. By the 
same author. (Handbuch dcr Finanzwissenschaft, Band 
III.) (Tubingen ; Mohr. Pp. 32.) 

The author of these two publications is already known to the 
readers of our Journal. His book on Das Sleuersystem Sow- 
jeirusskmds was reviewed in the Juno issue of thee Economic 
Journal of last year : “ Professor Haensel,” says Mr. J. Sykes, 
“ is to be congratulated on his lucid handling of a mass of complex 
material. His powers of detailed writing, joined to a due sense of 
proportion and chronological perspective, give the reader a minute 
picture of the sequence of events and policy.” The same merits, 
characteristic of all Professor Haensers w'ork, are to be found in 
the former publication. It is a detailed analysis of the complex 
system of Soviet Finance and of present-day Russian Budgets. 
In the first two chapters of his book Professor Haensel gives us a 
description of the kaleidoscopic changes which occurred in the 
Soviet financial policy during the past decade, from the abolition 
of money as an economic phenomenon up to the introduction of a 
highly developed system of direct and, chiefly, indirect taxation, 
on which the very existence of tlic Russian Government now 
depends. The figures given by Professor Haensel in the text 
and in the Appendix are very interesting, and give us a full picture 
of the Russian State revenue and expenditure which is well worth 
studying. The Budget for 192G-7 includes the following chief 
sources of revenue : — direct taxes (including the turnover tax), 
773 million roubles, or 15*5 per cent, of the total revenue ; indirect 
taxes, 1387 million roubles, or 27-9 j)er cent.; total produce of 
taxes, including duties, 2333 million roubles, or 47 per cent. 
Total non-tax revenue (chiefly from State railways, which are run 
at a deficit), 2417 million roubles, or 49 per cent. State loans 
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were entered in the Budget of that year to the sum of 220 million 
roubles, or 4 per cent, of the total revenue.^ 

In the expenditure for 1926-7 the supply services take up 
3243 million roubles, or 66 per cent, of the total expenditure; 
financing of industry, agriculture, co-operative societies, trade, 
electrification, etc., 901 million roubles, or 18 per cent. The 
remaining 16 per cent, are accounted for by such expenditure as 
purchase of gold and platinum, reserve funds of the Councils of 
People’s Commissars, etc.^ 

These figures of the Russian Budget speak, wo think, for 
themselves, and indicate that the Soviet Budget is based on indirect 
taxation and loans (internal as well as external) in order to finance 
nationalised industry and to maintain the administration of the 
State. “ In our 23rcscnt condition,” says Professor Haenscl, 
“ when the incomes of the population have undergone great 
equalisation, the preponderance of indirect taxation is absolutely 
unavoidable.” This statement may disappoint those who expect 
a proletarian ” State to be the first to dispense with so “ bour- 
geois ” a source of revenue. Professor Haensel compares Russian 
Budgets for the last five years, and emphasises the fact that the 
fiscal needs of Russia grew more raj)idly than the national income. 
The following figures illustrate his point : Russian State Budget 
increased in five years from 1460 million roubles to 5002 million 
roubles, i.e. the Budget for 1926-7 is three times larger than that 
for 1922-3. The increase in 1924-5 was 27-7 per cent. ; in 1925- 
6, 31-9 per cent.; in 1926-7, 29 per cent. The increase of the 
national income for the vsame years was 31*9 per cent., 28-8 per 
cent, and 9-4 per cent. This state of affairs naturally causes 
very great difficulties in balancing the Budgets. 

The Russian Government, in spite of the great levelling of 
incomes, scrupulously follows the class princijdo and taxes private 
capital more heavily than State and co-operative enterprises. 
This policy of discrimination is also illustrated by the following 
rate of taxation of various classes of the population. Peasants 
and workers are taxed from 9 per cent, to 12-6 per cent, of their 
income, the other categories of the population from 20 per cent, 
to 26 per cent. ; men of liberal professions, 20-7 per cent. ; housc- 

' In the Budget for 1927-8 these sources of revenue wore shown as follows : — 
direct taxes, 1009 million roubles, or 16‘7 per cent.; indirect taxes, 1641 million 
roubles, or 27-2 per cent. Total produce of taxes, including duties, 2880 million 
roubles, or 48 per cent. Total non-tax revenue, 2033 million roubles, or 43 per 
cent. State loans, 625 million roubles, or 9 por cent. 

* In the Budget for 1927-8 these items of expenditure are shown as follows 
the supply services, 3767 million roubles, or 62 per cent. ; financing, 1216 million 
roubles, or 20 per cent. 
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owners, 24*9 per cent.; people engaged in private trade and 
industry, 26-1 per cent.^ 

Direct taxation is discussed by Professor Haensel in the third 
chapter, where ho gives us its history, and a detailed account of 
the methods of collecting taxes. The income tax on private 
persons and private enterprises is described with such accuracy 
that nothing more full, and at the same time more clear, has ever 
been written on the income tax in Russia. The land tax, in our 
opinion, deserves more detailed treatment in view of the great 
social and political consequences of tliis tax. In the revenue 
from direct taxation for the year 192G-7 the land tax had brought 
in 40 per cent., for the year 1927-8, 37 per cent. The land tax 
in Russia is, as a matter of fact, the Achilles’ heel of the whole 
policy of the present Government, which is trying to stimulate 
the development of collective and co-operative farming while, 
at the same time, increasing the tax for well-to-do peasants and 
fighting the insistent growth of capitalistic tendencies in agri- 
culture. 

Indirect taxation, to which the fourtli chapter is devoted, 
is examined as clearly and as carefully. Professor Haensel 
begins by giving a brief outline of the history of excise in Russia, 
as well as of the general policy of the Soviet Government concern- 
ing it, goes on to a detailed account of tlic duties on tobacco, 
vodka, sugar, tea, naphtha, matches, textiles, rubber, footw’car, 
candles, perfumes and cosmetics, and concludes the chapter with 
a description of custom duties. The indirect taxes in 1926-7 
brought in 27-9 per cent, of the revenue; and in 1927-8 27-2 per 
cent. Vodka, by the way, which is a Soviet Government 
monopoly, together with beer, is responsible in the Budget of 
1927-8 for 18*5 ])er cent, of the total ])roduce of taxes. (Compare 
Professor Procopovich’s Bulletin.) 

The last three chapters of Professor Haensers book give us 
reliable information concerning local and communal taxation in 
Russia, an analysis of the income tax with its exemptions and 
privileges, and a description of the machinery of tax collection 
and tax inspection. 

Professor Haensel’s book will be read with great attention 
by all who arc interested in Russian finance. He deals with the 
subject quite impartially and criticises, as far as it is possible to 
do so in the Soviet atmosphere, some of the Government measures ; 

^ In incorno tax aloiio workorn and t’ivil scrvaTU.s p.iy yearly 7-20— .10 roubles ; 
Tuon engaged in liome industries ami liberal professions 12 42 roubloa; in 

private trade 18 — 274 roubles (p. 51). 

No. 1.^)2. — VOL. XXXVIIT. 
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but he docs not touch upon the general policy of the Government. 
Some of his points, such as, for instance, the ofiicial figures con- 
cerning wages in Russia or the percentage of private trade and its 
part in the turnover of the country, etc., are likely to arouse 
controversy, but they are, after all, of secondary importance in a 
treatise on finance. The book is an important contribution to 
contemporary literature on Russian finance, written by an 
a\ithority of European reputation. 

Der Staatshauslialt nnd das Finanzsijstem Grossbritamnens. 
This article by Professor Haensel must be read in order to be 
appreciated. It gives a clear and compact history of Great 
Britain’s finance since tlie Napoleonic wars and up to the present 
time, including even Mr. ClmrchiH’s last Budget. British readers 
will find this article both useful and interesting. 

8. P. Turin 

London. 


The Problem of Trust and Monopoly Control. By A. P. L. Gordon, 

B.A. (George Routledge and Sons, Ltd., London, 1928. 

Pp, viii + 180. r)s. net.) 

The author describes his book as “ an attempt to analyse 
the proper relations between monopolistic combines and the 
State. Its method,” he says, ” is first to examine the German 
experience of organised monopoly.” The scope of the book 
is, therefore, more limited than the title would lead us to 
expect, for it treats of imly one class of monopolistic combina- 
tions, the Kartell, to the exclusion of the American and British 
system of comprehensive mergers, and, consequently, the author’s 
second object, to show how far it is possible to envisage a system 
favourable to the expansion of industry without disadvantage 
to the public, combining the security of monopoly with the 
stimulus of competition,” cannot be regarded as completely 
attained. 

The first part of the book, dealing with “ the Kartell System 
of Modern Germany,” takes us over familiar ground, and need 
not long detain us here. It is largely based on Liefrnann’s work 
and is succinct and lucid. To those unfamiliar with the subject 
it will serve as an admirable introduction, and, in addition to 
such well-known Kartells as those in the coal and iron industries, 
interesting particulars arc given of the potash and textile Kartells 
among others. The second part treats of the “ Problem of 
Legislation and Control,” and its first chapter discusses the 
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general problems of legislation. We may imperfectly summarise 
the author’s conclusions as to the principles of legislation in his 
own words : “ Many methods of comjietition are manifestly 
unfair, and it is in their exclusion that t he real problem of legis- 
lation exists. Broadly speaking, legitimate competition on the 
part of a Kartell is neither more mu’ l(‘ss nocuous than compe- 
tition of the same type undertaken by individual firms. ... It 
legislation is to secure a maximum of productive etrieiency it 
must aim at excluding all methods of competition whicli are 
invariably wasteful. . . . From the public standpoint a Kartell 
can only be justified if its existence results in real economies, 
whether in cheapening production or in avoiding trade depres- 
sions. ... It must be the object of monopoly legislation to 
eliminate monopoly revenue while retaining the other benefits 
of combination.” 

The Kartell system ha<l facilitated the transition from jieaee 
to war conditions of production. The number f)f Kartells in- 
creased during the war under compulsion, and grew still more 
in the first period of renewed peace. Political insecurity and 
the depreciation of the mark in 1920 22 caused many important 
Kartells to break down. Later, new capital lu'came available, 
and “ at first gradually, and subsecpiently with great rapidity, 
industry underwent a process of financial concentration, the 
object of which was to rationalise ])roduction, specialise plant, 
and facilitate research and the use of by-])roducts.” Tlic rise 
in prices, for which the Kartells Averc in no way to blame, and 
discontent with the discrepancy betwaam internal and export 
prices led to a demand for supervision, and ultimately in October, 
1923, Dr. Stresemann obtained from the Keielistag an Enabling 
Act empowering the Government “ to take such steps as it 
considered expedient and urgent in the financial, economic, and 
social spheres.” A Decree (Kartellverordming) wns issued in 
the following month, wiiich constituted a permanent machinery 
for the supervision of Kartells. It applied to both vertical and 
horizontal combinations, including agreements guaranteeing ex- 
clusive dealing, required all agreements as to prices, production, 
or markets to be in writing, and set up a Kartell Court to deiil 
finally with all questions coming within its competence. The 
Court could determine whether an individual whose economic 
freedom was unduly restricted could withdraw from a Kartell, 
or whether the agreement should be declared void. Its consent 
was required for the imposition of penalties for breach of agree- 
ment and it had certain powers as to conditions of sale and 
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methods of price-fixing. TJie Decree itself is given in full in an 
appendix. 

The eighth cliapter, with twenty-three pages, expounds the 
working of the Decree and might well have been extended, since 
this is ground new to students. The provisions as to prices 
have acted mainly indirectly and prevented industrialists from 
attempting to protect themselves against a falling currency by 
raising prices. Most of the activity of the Court has been occupied 
with questions involving the right to withdraw from a Kartell. 
Mr. Gordon sums up the results of the decisions as follows : 
“ In order to acquire the right to withdraw, a member of a 
Kartell must be able to prove that his existence is endangered, 
or his individual freedom unduly restricted, directly because of 
his membei'sliip. . . . The seceding member must be able to 
show — first, that the circumstances under which ho signed the 
Kartell contract have subsequently ceased to apply; secondly, 
that the change of circumstances was not contemplated or pro- 
vided for ill the contract ; and finally, that the new circumstances 
reiidi'r an immediate withdrawal a condition of liis ultimate 
survival.” The Decree empowers the Court to take action to 
protect the economic life of the community as a whole against 
Kartell action, and so, inter alia, the imposition of boycotts and 
the grant of rebates for (‘xclusive dealing are subject to its consent. 

Another brief chapter, in which the book seems to rush to 
its conclusion, treats of the position in Great Britain of free trade 
and Kartells, and of the jiroblem of control. The legal situation 
in tliis country may lujt unfairly be summed up by saying that 
the law wilt neither recognise Kartells nor protect the public 
against their action, but the legal decisions are liy no means 
easy to harmonise. Mr. (hudon’.s plan of control is to establish 
a Combinations Commission on the lines of the German Kartell 
Court, composed of “a lawyer, one representative apiece from 
the Treasury, the Board of Trade and the Ministry of Labour, 
and three industrial rc])rosentatives chosen from panels set up 
by the Board of Trader.” '.riic doctrine of restraint of trade 
should be amended so as to ])('rmit the legal recognition of 
voluntary combinations. The Commission would have ])owers 
to sanction withdrawals from combinations on the ground that 
the conditions imposed on the seceding party were unreasonable. 
Its sanction would be required for tlie imposition of boycotts and 
other penalties under the Kartell agreement. It should also 
hear ap])eals relating to unfair prices or discriminatory prices, 
and in such cases it should have power “ to issue a general licence 
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for withdrawal, or to institute on its mvn behalf proceedings for 
an injunction to stay monopolistic extortion.’* The scheme is 
an interesting one, but it is insufficiently argued. Such terms 
as ‘‘unreasonable,” “unfair,” “extortion” arc not self -defined ; 
the decisions of the Commission might vary with its consti- 
tution and it might bo driven to invent its own law as it went 
along. Its relations to the ordinary Law Courts arc not made 
clear. Nevertheless, alike in this proposal and in his explanation 
of the German system, Mr. Gordon has made a useful contribution 
to the study of the problems arising out of industrial combination. 

Henry W. Macrosty 

Applied Economics. By 11. T. Bye and \V. W. Hewett. (New 
York : A. Knopf. Pp. (>55. 25.v.) 

This is another of the omnibus volumes which have recently 
been flowing so freely from the pens of American economists. 
The aim of the authors is to describe and analyse existing economic 
institutions and practices in order to suggest methods of increasing 
economic welfare. The book leads up to a final chapter in 
which “ a constructive programme of economic progress ” is 
laid down. 

A plan as ambitious as this naturally postidatcs a belief in the 
minds of the authors that economic theory can be usefully 
employed in the determination of the lines along which social 
problems should be approached, and it is apparent that this book 
is put forward as a refutation, by example, of the idea that 
economic theory is of little immediate value in jiractical affairs. 
It is to bo doubted, however, whether the authors have 
sufficiently appreciated the limitations of the science of economics 
as a basis, by itself, for detailed schemes for economic progress. 
So-called economic problems arc very often not purely economic 
questions, and the economist must choose between refraining 
from having the last w^ord or speaking on subjects on which he has 
no greater right to be heard than any other person whose interests 
are involved. Even when pure economic reasoning can suggest 
some desirable end which would increase economic welfare, the 
urgent and important practical probhun is how quickly and to 
what degree that end should be pursued, and here, with the present 
limitations of economic analysis and power of measurement, the 
economist is wise to say nothing as an economist. Abstract 
reasoning leads to the conclusion, to take an important example, 
that a much greater equality in the distribution of wealth is 
desirable in industrial countries, but how quickly equalisation 
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should bo produced, and at what point the process should cease, 
are important practical issues in which the method of trial and 
error is the only line of approach. The fundamental economic 
problems, indeed, are incapable of exact solution, since such 
solutions would demand standards which do not exist. What is 
to be the desirable balance of power between producers and 
consumers ? What relative importance should be attached to 
the interests of the j)resent generation and those of posterity ? 
Economic problems differ from problems in mathematics in that 
the former are usually capable of an infinite and the latter of a 
limited number of solutions. For these reasons applied economics 
must, too often, either discuss questions with so many of the 
relevant factors segregated in the pound of ceteris paribus that the 
conclusions arc of no immediate practical import, or arrive a-t 
lindings which have merely transferred the unknown and 
indeterminable from one set of words to another. 

These eriticisms may be urged against the present work. Thus 
the authors attempt to establish a definition of economic welfari', 
some norm from which to measure the effects of given economic- 
movements, in the words the efiicient production of a large and 
widely diffused income of beneficial goods. There appear, 
however, to lx*- more indeterminate quantities in the definition 
than in the t erm itself. tV^ould a 5 ]H‘r cent, increase in product ion 
which was the cause of a 10 per cent, decrease in some index of 
the inequality in the distribution of income constitute an increase 
or decrease in economic welfare I What does “ beneficial ” mean 
in scientific quantities? Or, again, there is an attempt to lay 
down certain laws of consumption which will tend to niaximi.^e 
economic welfare. The last of these laws is, “ Follow the habits 
of consumers which make good producers.” Surely this law 
makes quite an arbitrary decision in favour of the. utility provided 
by extra production as against the utility provided by “ unpro- 
diict ive ” consumption ? Such a law would appear to recommend 
such habits on the part of consumers which would produce the 
mental atrophy which makes for the greatest content among 
mechanical workers. 

The value of this book lies, therefore, in the careful collection 
of facts and theories in a wide range of economic topics. The 
actual information ^lacked into the volume is encyclopa?dic ; the 
presence of a very complete bibliography of recent English and 
American books makes it almost a work of reference. 

Part II deals with the promotion of efficiency in production, 
and is an excellent summary of the grim facts of the economic 
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waste which persists in different forms. Part III treats of the 
organisation of exchange ; efficiency in marketing ; the control 
of the price system; pulffic utility rates and banking; the 
stabilisation of trade and the monetary system. In a chapter on 
“ International Debts ” the authors support the idea of war debt 
cancellation. Part IV is concerned with the economic aspects of 
government, and draws from the wealth of experiments and 
expcricnco of State interest in tariffs, trusts and the trade cycle 
in U.S.A. Part V is an analysis of th<‘ problem of inequality in 
the distribution of wealth. Part VI discusses the theories of 
Liberalism and Socialism and contains a brief account of the 
Russian exiicriment. The mass of material has, apparently, been 
compiled most carefully. There hyq . very few slips. 

On p. 165 the statement is made that, under the Industrial 
Courts Act of 1910 in Great Britain, “ the Minister of Labour 
could . . . appoint a court of inquiry having the power to . . . 
call witnesses and demand information necessary to bring out all 
the facts of the dispute.” The Minister has no power, however, to 
compel the attendance of either side in the dispute. On p. 418 
the English Trade Board Act of 1909 is referred to as the Federal 
Trade Board Act. On p. 95 a catalogue of the advantages of 
trust formation appears to ignore the very powerful case which 
has been made against the reality of such advantages by E. Jones 
in his Trust Problem. 

John Jewkes 

The University, 

Manchester. 

Getting and Spending at the Professional Standard of Living : 
A Study of the Costs of Living an Academic Life. By Jessica 
B. Peixotto. (New York : Macmillan Co., 1927.) 

Getting and Spending at the Professional Standard of Living 
is a highly important contribution to a neglected field of economic 
research. Dr. Peixotto garnered Iier Iiarvest of factual information 
from a section of the world remotely removed from the old-world 
centres of learning, yet tjqiical in many respects of academic 
conditions found this side of the Atlantic— Berkeley, California. 
The author ably pleads the cau.se of the academician. Having for 
so long been set on a pede.stal either to be ridiculed as a little 
peculiar in hia social contacts or admired because of his eccen- 
tricities, the “ Professor ” now demands a standard of living com- 
patible with his position in the social structure. The study made 
by Dr. Peixotto included ninety-six families of varying academic 
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rank, and shows in great detail actual expenditures incurred by 
this group over a period of one year. The value of this investiga- 
tion lies very largely in the author’s incisive observations. These 
add distinctly to the readableness of a book which in the hands of a 
less skilful scholar than Dr. Peixotto might have been made 
unspeakably dull. In the preface the author sets forth emphatic- 
ally that “ as a cost of living study, its immediate serviceability 
seems to be to show decisively that the salaries offered the faculty 
of the university under investigation, and in all probability the 
faculties of most universities, are below the amount required if 
an accepted standard of living for professional men is to be paid 
for out of those salaries.” The author also reassures the reader 
that “ the incentive to make this study of the way academic 
families live undoubtedly included an emotional interest. How- 
ever, in ])lan at least, the investigation excluded both propaganda 
and special pleading.” Dr. Peixotto fulfils this x)romisc. 

The evidence gathered by the autlior shows conclusively that 
those in the academic profession arc far from overpaid, and that 
not a few of the academic families investigated might do better 
financially if the breadwinner were to turn his energies into other 
channels. 

Studies similar to the one made by Dr. Peixotto should be 
undertaken in otlier countri(‘s and on a more extended scale 
in the United Slates. Such investigations would be of inestim- 
able value to the economist. All academicians trained in the art 
of scif-deprivation will fc<'l a d(‘bt of gratitude to Dr. Peixotto 
for calling attention to the actual as well as the i)otcntial costs of 
living an academic life. 

Felix Fluoel 

University of California, 


Standing Room Only ? By Edward Alswokth Ross. (Chapman 
and Hall. 102S. Pp. xvi 1- 308. lG.s. net.) 

Let no one be deterred from reading this book by its somewhat 
sensational title. It is one of the most valuable that have been 
published on this important subject. The author is, like a good 
many other recent writers on the same subject, an American — 
Professor of Sociology in the University of Wisconsin. It may 
at first seem remarkable that so many important books prompted 
by the apparent menace of over-po])ulation have issued from a 
country in which the i)opulation is still on the whole relatively 
sparse, and in which unquestionably there is still plenty of oppor- 
tunity for development. But tlie fact is in itself evidence of the 
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reality and magnitude of the problem considered. Nowhere lias 
population multiplied and land been brought under occupation 
more rapidly since Emerson in the ’sixties of last century loudly 
proclaimed the welcome that should be given in that country 
to people of every nation and colour. The rapidity of that 
movement cannot but suggest the inquiry as to whether there is 
to bo any end to it and what will be the consequences, and this 
inquiry is further pointed by the fact that the movement is already 
relatively more rapid in the country imnuidiately to the north. 
Little wonder, then, that some at least in North America should, 
as stated in the last number of the Geographical Review (New 
York), p. 354, “ see in south-eastern Asia a vision of the future 
condition of their own contimmt and be troubled in mind, if not 
oppressed, by the thought of approaching population pressure, 
poverty, and weakness.” 

Though the book under review is not a long one, it may 
nevertheless be suggested that some of the chapters might have 
been omitted or greatly condensed without great loss, as dealing 
with matters that may now be taken as familiar to all interested 
in the subject, and whose relation to the subject is too obvious to 
need elaboration, The present reviewer would like to see in a 
future edition this course adopted witli tlie first seven chapters, 
dealing with the modes in which population has been adapted to 
resources in the past and the degree in which the ])roblem is in 
some ways (as by the conquest of disease) made even more threaten- 
ing by the advance of civilisation. As to disease, for example, it 
might have been enough to give the pithy paragraph on pp. 35-6, 
summing up the results of the light against disease in recent 
decades. 

Most of the chapters following the seventh, those on the signs, 
the provocatives, and the penalties of population pressure, etc., 
contain much impressive matter, and all tend to drive home the 
seriousness of the world situation. The author’s idtimate 
dependence is, like that of most of those who have given serious 
attention to the subject, on some method of adapting the popula- 
tion to the resources, not that of carrying out to the bitter end the 
struggle to adapt the resources to the population. The method 
advocated is what he calls “ adaptive fertility,” introducing this 
new term “ because it is more certain that fertility will somehow 
be adapted to the situation which a p(K)plo confronts than that 
‘ birth-control ’ (contraception) w'ill be the method employed 
(pp. 208-9, w.). But he is no more blind than the eugenists to 
the dangers of this method (pp. 271, 277-9). 

The suggestion above made of the opportunity for condensation 
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liad in view no shortening of the volume, but was made witli the 
liopc that the space saved thereby might be used for further 
original contributions by the author. The volume contains no 
delinition of over-population, no discussion of the manner in 
which mere numbers alfect the well-being of a community, and 
without such discussion there is no adequate reply to Dr. Oppen- 
heimer’s objection that IMalthus’s theory gives us no more than a 
formal application to every conceivable population movement 
witli its accompaniments. It contains no discussion of the 
obscure conception of an optimum population now so frequently 
brought under our notice. The author reckons (p. 355) labour 
congestion as one of the signs of over-population. An exceptional 
proportion of unemployment may surely be taken as involving 
labour congestion. Now we are told that tlu're was good reason 
to believe tliat in February or March this j^ar the number of 
unemployed in tlie United States was about four million. Can we 
relate this, if triu', to the optimum-population theory ? 

The first twenty-seven chapters of Prof. Ross’s form one Part, 
entitled “ Population.” The remaining seven form the Second 
Part, entitled “ International Migration.” In this Second Part, 
though extending to little more than 70 pages, many will see the 
most important part of the volume. It is hero that the author 
recognises the problem most ex})lieilly as one of world-wide 
import, and involving in the end world-wide co-operation. Aiul 
this is a fact that cannot be too strongly impressed and which 
will justify the appearance of many future volumes of like scope. 
In this Part Prof, iloss makes a strong defence of the exclusion of 
coloured races from the new countries of the whites. But ho 
bases this defi'iice not on any arrogant claim of racial superiority 
(p. 343), but on the injurious economic efTects of admitting a large 
admixture of ])opiilations accustomed to a lower standard of 
living and prejudicial to the “ likemindedness ” which it is 
desirable to preserve so far as possible in any community ((.3ia]). 
XXVIII). But in taking measures to secure this exclusion the 
greatest care should be taken to spare the feelings of the excluded 
peoples, and, by getting them to understand the true grounds of 
exclusion, to avoid occasions for rousing their hostility (pp. 351- 2). 
And the author has the courage to look forward to the end, to a 
time when the coloured peoples of Asia and Africa will have 
accommodated themselves in every way to the demands of white 
civilisation. Then the barrier set up against them by the whites, 
having served its purpose, may be removed. 

Geo. G. Chisholm 
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liber die Beziehungen zwiscken Aussenhandel unci Volksivohlsiand. 

By W. SusAT. (Jena : Fischer. Kh^lcr Vortriige, No. 22.) 

This provocative little pamphlet contains a lecture delivered 
by Herr Susat (Direktor im Statistichcii Reichsamt) under the 
auspices of the “ Institut fiir Weltwirtschaft und Seeverkehr ” in 
the University of Kiel. It is a model of clear and interesting 
exposition. 

The questions which Herr Susat asks arc : - (1) To what 
extent can attempts to check imports and foster ex|)orts promote 
national welfare ? (2) Is it possible to prohibit the importation 

of luxuries and ensure that raw materials are imported in place of 
them ? Would such a prohibition bring about a “ favourable ” 
balance of trade and so contribute to the promotion of national 
prosperity ? (3) Does an excess of imports tend to cause a decrease 

in national welfare ? Is there any necessary connection between 
a surplus of exports and an increase in national welfare ? 

Throughout the greater part of his pamphlet Herr Susat is 
content merely to restate familiar doctrine in simple terms with 
the aid of well-chosen examples. But he tends to carry simpli- 
fication too far. The province of economic theory into which he 
ventures has been the object of elaborate exploration within 
recent years. The bulk of Herr Susat’s pamphlet might have been 
written by a contemporary of Bastiat. Sometimes the con- 
clusions which Herr Susat draws— conclusions which in themselves 
may bo unexceptionable — are more sweeping than his evidence 
warrants. The recent German attempt to stimulate exi)orts and 
increase employment by granting credits to Russia may have 
failed. Wo cannot, however, conclude from this one instance of 
failure that all attempts to increase exports must prove abortive 
(pp. 17-19). Nor do Herr Susat’s other examples prove that 
“ every conscious attempt to influence foreign trade by artificial 
methods must be ineffectual ” (p. 20). 

The most valuable of Herr Susat’s observations conic towards 
the close of his lecture. “ An excess of imports depends merely 
on the relation of capital accumulation to the demand for capital. 

“ An excess of imports is only a symptom that tlie demand for 
capital exceeds the accumulation of capital (two short 
statements which seem to rccpiire considerable (pialification). 
“ An effective influencing of the Balance of Trade can take place 
only if the cause — inadequate supply of ca])ital— is removed. 
It is unfortunate that Herr Susat did not see fit to deal with these 
intricate questions at greater length. For a detailed examination 
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of them wo niii^ht readily have sacrificed even the amusing 
account of the difficulties involved in the attempt to prohibit the 
importation of luxuries. 

J. Lbmberger 

The University of Belfast, 


Lil)eral{s7nus. By Li:u\vi(; Mises. (Jena : Gustav Fischer. 

Pp. 175. 7m.) 

Seven years ago Professor Mises published a work the central 
thesis of which continental Socialists have found considerable 
difficulty in answering — Die Oemcinwirfschaft. This attack on 
Socialism has now been followed by an exposition of “ Liberalism.” 

Professor JMiscs’ essay makes curious reading to-day. It 
would have been regarded as extreme even if written seventy or 
eighty years ago. Compared with Professor Mises, the Philo- 
sophical Radicals of the ’forties seem mere time-servers. Liberal- 
ism, he tells us repeatedly, is the application to politics of a com- 
prehensive, carefully elaborated social theory. Liberalism is 
wholly based on science, and its policy is merely the application 
of the conclusions of science. It strives to make reason effective 
in politics. Yet the one impression left on the reader’s mind by 
this book is that Liberal policy must bo always negative. The 
tasks which Liberal theory (according to Professor Mises) lassigns 
to the State are to maintain the rights of private property, 
guarantee liberty and ensure peace. Ihit liberty and peace are 
merely corollaries from and subordinate to the fundamental 
principle of private property. The recent tendencies of p]nglish 
Liberalism find no favour with so uncompromising an exponent 
of the true faith. His hostility to any form of State intervention 
in economic affairs is determined enough to satisfy even Sir 
Ernest Bonn. Private ownership of the means of production, 
unrestricted by State action, alone makes possible a prosperous 
development of human society. The fact that there exists so 
much misery and want is no argument against Liberalism. Under 
modern conditions the free functioning of the institution of private 
property is no longer permitted. Professor Mises refuses to 
recognise any half-way house between Capitalism and Socialism. 
What he calls “ Intervention ismus ” — carefully distinguished 
from “ Libcralismus ” — must prove futile in practice, if not 
definitely pernicious. But what is “ Liberalismus ” ? Wo learn 
to our surprise that it is “ the name for the doctrine which upholds 
the private ownership of the means of production.” Or, again : 
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“ That system of liuman co-operation which is based upon private 
ownership is called Liberalism or — since it has created an organised 
division of labour encompassing the whole world — Capitalism.” 
Professor Mises claims for Liberalism that “ it created the well- 
being of the nineteenth century, was responsible for the decrease 
of infant mortality, improved the standard of living and thereby 
prolonged life ” — a varied combination of achievements. 

J. Lem BERGER 

The University of Belfast » 

The Dying Peasant^ and the Future of his So 7 is. By J. W. Robert- 
son Scott. (London: William & IVorgate. 1926. Pp. 
xiii -\~ 282. 106-. Gd. net.) 

Tjie methods of the author of The Dying Peasant pass from the 
social vignette and the jx'rsonal sketch to attempts to summarise 
the condition of agriculture, esi)ccially in regard to conditions of 
labour, by quotations of related experiences, judgments and 
points of view and the use of readily available statistics. Neither 
quotations nor statistics arc used in their raw form. The author 
has taken care that all shall be assimilated and brought into 
accord with the general body of facts and ideas. While the work 
is pervaded by sentiment, no objection can be taken to the 
character of the feelings shown. They arc not superlicial or 
momentary, but are of a deep and permanent character and such 
as are shared by many people whose feelings regarding certain 
aspects of country life are not dulled by use and wont or over- 
shadowed by interests. 

There are nine appendices, occupying fifteen pages, in which an 
attempt has been made to reduce statistical information on the 
decline and present number of farm workers in Great Britain, and 
w^ages, to simple form. Ai)art from these, economic interest 
centres in the discussion of the standard of living of farm w'orkers, 
and the discussion, “What doc.s the labourer really earn?” 
Hero are catholic collections of simple facts, ideas, and points of 
view, fused with a strong humanitarian interest. Those sections 
would provide good general guidance for any student of living 
conditions in rural areas, and they wo\dd at lc‘ast w arn him of the 
possible errors of any form of measurement by isolated statistics. 
The discussion of rural trade unionism is also useful. Attention 
is given to housing both in its industrial and its social relations ; 
while the economic, the psychologiccil, and the general social causes 
of migration are indicated. The efiieicncy of farm workers is 
dealt with, especially in relation to the basis of physical capacity. 
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The method is pictorial rather than logical, and the apparent 
intention of the author was to provide a complete picture of the 
life of the farm worker and his family. Such a picture naturally 
includes the whole social landscape, and that is appropriate. No 
mere economic analysis of agricultural or rural conditions can 
show all the facts of country life or the principles underlying its 
organisation. While we wait for thoroughly objective books 
covering the same ground, there is a place for such books as this. 

A. W. Ashby 


The Rural Industries of England and Wales. By Helen E. 

Fitzrandolph and M. D. Hay. Four volumes. Agricultural 

Economics Research Institute, University of Oxford. 

(Oxford : Clarendon Press. 55. net each.) 

The complexity of modern economic activities and organisa- 
tion could scarcely be more strikingly set forth than by this 
study of rural industries in England and Wales. On a first impact 
the idea of rural industries seems to convey impressions of some- 
thing like ideal simplicity. The worker is on the land, or at least 
in a village, working on raw materials at their point of production, 
perhaps himself also an agriculturist producing his own raw 
materials, selling articles of utility to near-by consumers, so 
economic organisation will be simple and conditions of work and 
life will satisfy all liumaii needs. This is the expected appearance 
of things, but the facts are far otherwise. The basket-maker may 
grow his osiers, but some foreign lumber gang is cutting out 
timber from which the saw-mills will make competing boxes ; or 
they will send their lumber on to the pulp-mills, and the carton 
emerges as the non-returnable empty competing with the basket. 
The Sussex woodman holding to his traditional craft may cut his 
rods in local woods for making barrel hoops, but a slump appears 
in the earthenware or hardware trades and his market disappears. 
Then a change in packing requirements for pottery may similarly 
affect the demand for the associated product of crate rods. The 
manufacture of industrial products may even move across the 
Channel or the ocean, and the woodman suffers with the manu- 
facturer. Belgians find refuge in England during the war, and 
they carry back with them knowledge of methods and designs in 
the English basket trade and thus become dangerous competitors 
of the native workman. Household crocks, made of clay, may be 
made by small local firms for adjacent markets, but they fail 
financially through “ cutting one another’s throats in com- 
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petition.” Some industries carried on in agricultural villages 
never had a rural origin ; they were merely developments of large- 
scale industrial organisation in the utilisation of available labour. 

The scope of these studies covers the manufacture of such 
varied articles as spilk baskets and trugs, barrel hoops and crate 
rods, fencing and hurdles, besoms and ha}- -rakes, with charcoal 
amongst the uiuhnwood industries ; and turnery with furniture 
making, clogging and cooperage, amongst the industries using 
larger timber; and tannery using by-product. The wheel- 
wright’s shop and the smithy arc treated with this group. Osier- 
growing, basketry, mat-making and other rush and sedge 
industries, and some straw products make an interesting group of 
lowland industries. Tlien the ancient art of preparing peat lor 
fuel, some modern developments of other uses for peat, arc treated 
side by side with outwork for factories. Decorative crafts include 
the making of lace of many kinds, glove-making, toy-making, 
weaving, and lapidary work, together with some of the ancient art 
of pottery and the still more ancient art of ilint-knapping. In 
Wales the subjects include the making of the Bi itish coracle and 
the latest craze for handicraft products. The Welsh textile 
industry alone includes conditions existing previous to the 
Industrial Revolution and those of the latest and most adaptive of 
modern mills. 

The general method of the studies is to indicate the geo- 
graphical location of tlic industries and their connections with the 
production of raw' materials, with labour sii])ply, or with markets 
for products ; then to describe proce.sses and tools ; following with 
a description of products and their uses and markets ; and with a 
discussion of the conditions of the markets, and of prices, in 
relation to trade organisation, com])eting supplies, and other 
details. The supply and quality of workers, apprenticeship, 
wages and conditions of labour, and labour organisation, the 
general form of organisation of manufacture, and trading organisa- 
tion if any, are also described and discussed in connection with all 
the larger trades. 

The volumes give a detailed compendium of information on 
rural industries in all their variety of situation, product and 
organisation. They may be regarded as supplying the foundation 
of economic information which Avas, and ])erhaps is, uigently 
required. Without the technical and economic information here 
given, any discussion of the possibilities of develojunent is bound 
to be, as it had hitherto been, of a futile character. Move economic 
information might have been compiled and generalised if the 
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technical information which has now been collected had been 
available when this snrvc>' was started. In the prevailing 
circumstances, of lack of both technical and economic information, 
and of idealistic and sometimes mere sentimental propaganda, 
it a])poarcd necessary to make the chief object that of describing, as 
fully as might be possible, the existing trades and their con- 
ditions. All the investigators should be congratulated on the way 
in which they obtained information on both technical and economic 
matters. It is not an easy task to learn the details of twenty or 
thirty industries from their raw materials, and even something of 
their agricultural basis to the conditions of competition in selling 
markets. Without exception as to persons, and almost without 
exception as to industries, these investigators succeeded. Could 
they have continued on the purely economic survey of these 
industries for another three years, England and Wales would 
possess a volume of economic information on its small industries 
such as no other nation can command. Even now these reports 
give an objectively detailed and accurate view of these small 
industries from 1021 to 1023 which is better than any obtainable 
for any other group of industries in Great Bi*itain. If they were 
analysed for the extraction of the more purely economic informa- 
tion which they contain, and this could be generalised in a 
reasonably accurate way. a real service would be rendered to 
descriptive economics. As they stand, they provide a mine of 
information for important purposes of dercrij)tion and compariscjii. 
The sections on “ general conditions and prospects ” of each group 
of industries should be re;id by every person who wishes, for 
himself or for others, a return to what is supposed to be the 
sim]>le economic life. 

The existing rural industries require a greater sup])ly of young 
workers, the wa:)rkshops require better equipment, those in 
control must avail themselves of modern methods of organisation 
for buying raw' materials and selling products, they need to study 
markets and their changes, above all the future is dependent upon 
(Miterprise and initiative of owners and workmen. “ In the 
tangl(‘d thicket of problems every path leads ultimately to one 
point — that of education.” Some of the existing industries will 
survive only as long as their present followers live, but others 
may develop. 

As regards active social policy and endeavour, the present 
position is a little removed from that described in these volumes. 
The Rural Industries Bureau and the Rural Community Councils 
have stimulated into activity a number of craftsmen in a few 
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trades, and they have gathered some experience in methods of 
re-invigoration and revival. Yet even now it may be said, in 
general, that craftsmen’s interest and faith are at a low ebb. The 
fundamental conditions of rural industries remain much as they 
were five years ago, and it is still worth while to understand and 
appreciate the nature of those conditions as it is analysed in these 
volumes. 

A word of commendation should be given to the illustration 
and general make-up of these books. '^Fhe clearness and regularity 
of type alone make them attractive. A. W. Ashby 


Eine. Gesckichte der wirtscJuiftlichen Enlwlcklung Englands. By 
Lujo Brentano. (Jena: Gustav Fischer. 1928. Vol. 1, 
pp. viii -f 390 ; Vol. IT, pp. 453.) 

Certain a.spects of economic development in media3val 
England have long interested Prof. Brentano; on the problem 
of gilds, for example, he is still considered a writer whose views 
matter. Latterly, however, he has occupied himself with the 
whole gamut of the economic history of the country, principally in 
the form of lectures ; and he has collected the substance of these 
lectures in two volumes, the one covering the Middle Ages, and 
the other, the sixteenth, seventeenth and eighteenth centuries. 
Brentano informs his readers that some of the lectures date as far 
back as 1872 ; it will require no little ingenuity to discover which 
these are, since the book as a whole is marked by a freshness of 
trctatmcnt which we have come to expect from so competent a past- 
master in economic history as Brentano. 

There is no need to say that the author is acquainted with the 
results of the most reliable researches in Knglisli economic history, 
and while the two volumes arc based on the work of others, the 
narration is Brentano’s own. The story is clearly told. Brentano 
follows the usual lines, beginning with hoary antiquity — Celtic 
Britain, Roman Britain and the Anglo-Saxons (to each of these 
three he devotes a good deal of space), passing in review the feudal 
system, the growth of towns, the rise and decay of gilds, the 
development of the woollen industry, mediieval and mercantilist 
economic theory, the formation of the trading companies, andending 
with the Industrial Revolution and its results. There is ample 
documentation throughout the book ; indeed Brentano s acquaint- 
ance with the w’ork of English authorities inspires the reader 
with confidence. Though he himself holds the view that the 
manorial system was already established in England when William 
No. 152.— VOL. xxxviii. ^ ^ 
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the Conqueror arrived, ho yet makes clear the difFerenco of opinion 
on the subject among historians of note. On even such details as 
the character of Edward III Brentano is well informed. He 
quotes on the one hand Stubbs, Tout and Unwin, who, as students 
will know, regard Edw’ard III as no hero ; and on the other, the 
two opinions of Cunningham, one in his great work, in praise of 
Edward HI, and the other, in a letter to Unwin, admitting that his 
first view was erroneous. Brentano breaks a lance with Sombart 
in an excellent chapter on the Jews in mediicval England; and 
with the late Charles Gross, against whose criticism he defends 
himself, declaring that he stands by his conception of the English 
gilds which was first set forth in the Profactory Essay to Toulmin 
Smith’s Collection of Gild Ordinances. Controversy of this 
character is wholly welcome; indeed students will find it both 
stimulating and informative. The same cannot be said, however, 
of Brentano’s anti-British polemics in regard to certain incidents 
of the Great War. Without passing any judgment on their 
appropriateness, it does seem that they are out of place in a work 
of scholarship. On reflection Brentano will surely admit that in 
the two passages in question (fortunately there are only two, on 
pp. 281 and 327 respectively) he has allowed the propagandist to 
run a^vay with the historian. But these are minor blemishes w hich 
might w'cll be removed in a second edition. An index would also 
add to the usefulness of the w ork, wdiich German students will find 
to be an excellent iirimary text-book, and English students a 
supplementary treatise giving in a handy and compact form a 
reliable bird’s-eye view of the whole field. M. Epstein 


The English Craft Qilds : Studies in their Progress and Decline. 
By Stella Kramer, Ph.D. (Humphrey Milford : Oxford 
University Press. 1927. Pp. xi -f 228. 23 v.) 

This scholarly contribution is very welcome, for there is still 
ample room for careful work on mediieval economic history. 
Dr. Stella Kramer gives us three studies which have grown out of 
her earlier researchc.s into the relations between the Government 
and the gilds in England. Such important and interrelated 
aspects of gild history as the causes and significance of the 
amalgamations among the mercantile crafts and the handicrafts, 
the conflicts between them, and the course and chief causes of 
their final decline arc dealt with in considerable detail; the 
main thesis being that hitherto historians have not realised the 
importance and extent of the amalgamation movement among 
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English gilds. Dr. Kramer takes the view that in many places 
the gild merchant had practically ceased to function by the latter 
part of the fourteenth eeiitury, and that the merchants who wore 
prominent members of such bodies, seeking to carry on some of 
their traditions, took the lead in the amalgamation movement. 
Various forms of organisation were adopted. In London and 
certain large boroughs it was possible to maintain several distinct 
gilds of merchants, difTerentiated according to the ty])e of com- 
modities sold ; but ‘‘ the great majority of English towns en- 
couraged but one organisation for their pure traders.” Thus, 
early in the fifteenth century, consolidated mercers’ and merchant 
companies, often comprising grocers, apothecaries, drapers, 
haberdashers, ironmongers and goldsmitlis, were liecoming 
common. Smaller absorptions or amalgamations also took 
place, as when the haberdashers absorbed the hatters and cap])ers 
and later joined with the feltmakers ; but this did not necessarily 
mean complete loss of gild identity. Very often each craft 
reserved the right to appoint from its own ranks a warden to 
w^atch its special interests. 

With considerable empluisis Dr. Kramer asserts that ‘‘ by the 
middle of the sixteenth (‘cntury, if not indeed much earlier, 
amalgamated trading gilds w’cre the rule in the English commercial 
communities, and there continued in active force ” (pp. 38, 07). 
Neither Dr. Gross nor Professor Unw'in took this view'. The 
former thought that they w'cre not very numerous ; the latter, tluit 
they were not a general feature of English industrial organisation. 
Dr. Kramer suggests that Dr. Gross’s under-statement is due to the 
distinction he drew bctw'een mercers’ companies and companies 
of merchants; and that Unwin’s distinction between companies 
of merchants and drapers’ companies seems to have led to the 
same result. One imagines that the source of such ditTerences of 
opinion may bo discovered in the selection of certain small groups 
of gilds as typical. For instance. Dr. Gross discusses as typical 
merchant companies those of Carlisle and Alnwick, wliile Dr. 
Kramer, following up her criticism of Unwin, writes : “If con- 
ditions in Beverley and Shrew^sbury can be considered ty])ical of 
those which prevailed in the other English boroughs, the relations 
existing between the drapers and the other dealers seem to have 
been far more harmonious wiiere dra])ers maintained their 
membership in the general mercantile society.” But, when all is 
said, is it possible to place a finger upon ty[)ical gilds ? 

The handicrafts soon follow'cd the merchants examiile. In 
the leather industry Dr. Kramer distinguishes four leading kinds 

u u 2 
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of craft amalgamations, namely, ** those of the tanners or curriers 
and cordwainers; of skinners and glovers; of leather-sellers, 
which included makers of different leather goods ; and the large 
companies established in the smaller communities by gathering 
together all the leather crafts.” Curious mixtures sometimes 
resulted. At Ipswich the metal crafts were indiscriminately 
jumbled with many others under the patronage of the tailors; 
the Dorchester (Dorset) fishmongers* company also comprised not 
only the victuallers but groups of building crafts ; at Lancaster 
the weavers, fullers and dyers were combined with gardeners and 
salt-sellers, and the barber-surgeons were united with the plumbers, 
glaziers, saddlers, whitesmiths and cutlers. Finally, in at least 
two towns — Faversham and Wallingford — merchants and handi- 
craftsmen were all gathered into one gild. It must have been very 
difficult to exercise effective control over such groups, and some 
explanation of their heterogeneous nature must be sought. It is 
at least feasible that the smaller gilds could not bo choosers, and 
since it was dangerous to try to stand alone, they had to amalga- 
mate with whom they could. 

The movement was, of course, neither uniform nor entirely 
harmonious. The clotli-making gilds, for instance, seem to have 
been especially slow to amalgamate ; while occasionally a reverse 
movement is discovered, in which gilds previously amalgamated 
are parting company. Moreover, while men in an expanding trade 
or handicraft were forming new gilds, others (like the armourers, 
bowyers and fletchers), who saw signs of a definite decline, would 
bo eager to join hands with other gilds. Although they would 
show a united front to non-members, such as itinerant artisans and 
alien merchants, the gildsmen quarrelled constantly among them- 
selves, and the majority were not above committing, for their own 
profit, the very trespasses which were the grounds of their com- 
plaints against others. Moreover, the whole position was greatly 
complicated by privileges, concessions and special exemptions 
granted, usually for a consideration, by authorities from the king 
downwards, often in clear conflict with general policy and statute 
law. 

In her third study Dr. Kramer shows how desperately, but 
unsuccessfully, the gilds struggled to maintain their monopolistic 
hold upon local trade and industry. Certain local authorities 
aided them ; some indeed went so far as to ignore the statutes 
authorising discharged soldiers and sailors “ to set up and exercise, 
without let or molestation from any person whatsoever, such 
trades as they are apt and able for, even though they had not for 



1928] THOMAS ; MEECANTILISM AND EAST INDIA TBADE 643 


the space of seven years served an apprenticeship to the trade.” 
But others encouraged outsiders at least so long as the interests of 
the whole community seemed to require it ; or, uncertain of their 
powers, they took no action either way. At last the gilds them- 
selves grew doubtful of the legality of their attempts to exclude or 
coerce non-members, for in a court of law they were liable to bo 
defeated by the doctrine of restraint of trade. Furthermore, not 
only outsiders but gildsmen began to flout gild authority, especially 
in the eighteenth century. Gradually, by reason of abuses, lack 
of zeal, loss of confidence and eflicicnt sanctions, the gilds’ powers 
of search weakened and fell into desuetude; while widespread 
failure or wilful neglect to enforce apprenticeship regulations 
brought masters and journeymen into bitter conflict. Anyone 
who regrets the passing of the gilds will find the chaptcT on “ Some 
Last Acts of the Gilds ” melancholy reading. 

Two conclusions previously reached by T)r. Kramer and other 
authorities arc reinforced ; namely, that conflict was an important 
force not only in the institution and progress of the English gilds, 
but also in their amalgamation and subsequent decline ; and that 
governmental hostility and repression had relatively little to do 
with their final fate. Dr. Kramer’s researches also re-emphasise 
the importance generally .assigned to the competition of non- 
gildsmen working outside the liberties ” as a cause of tlic gilds’ 
decay. 

There is a good bibliography (pp. 211-22) of manuscript 
sources and books and articles consulted over a long period. 

Alfred Plummer 

Buskin College, Oxford, 


MercarUiUsm and the East India Trade. By P. J. Thomas, 
M.A., B.Litt. (London, P. S. King (fc Son. 1026. Pp. 
xvii 176.) 

As a definite and original contribution to British economic 
history by an Indian student, this book must be nearly, if not 
quite, unique. The broad fact that the development of economic 
thought in England was largely influenced by the controversies 
over the East India Company and its trade during the seventeenth 
and eighteenth centuries is sufficiently familiar ; but much new 
light has been thrown on this matter by Mr. 'I’hom.as explorations 
of the controversial literature published from 1023 to 1727. 

In these conflicts the East India Company was attacked on 
two sides, — on one side by excluded merchants who denounced iis 
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monopoly, and who finally, after a struggle lasting right through 
the eighteenth century, succeeded in destroying it ; on the other 
side by those who attacked not so much the Company as the trade 
which it carried on. In this attack, again, two distinct issues were 
raised. Even in the very early years of the Company’s existence 
it was discovered that the Indian trade could not be carried on 
without an export of bullion regarded as calamitous to the nation 
by almost all contemporary opinion; but the bullionist contro- 
versy which was thus provoked was mild and academic in com- 
parison with that which began towards the end of the seventeenth 
century, provoked by the great increase in the importation of 
Indian cotton goods which took place when the Company 
establislied itself in Bengal. This is the controversy to which 
Mr. Thomas has chiefly directed his attention. He shows how’ 
varied were the forces arrayed against the activities of the Com- 
pany. On national grounds it w^as attacked by Daniel Defoe and 
a host of pamphleteers ; by degrees the great woollen and w orsted 
industry was thoroughly alarmed ; but the shock troops of the 
opposition were the silk weavers of Spitalfields. Among the 
special points of interest brought out by Mr. Thomas wo may note 
the clfectiveness of mob action in London in influencing legislation 
in the early part of the eighteenth century; and the effect of 
partial restrictions on importation of Indian cotton goods on ihv, 
growth of the cjvlico-printing industry. The wider question of the 
influence of Indian imports in creating a demand for cotton manu- 
factures, and of the j)rohibition of that import in turning that 
demand to the profit of Lancashire, seems to be a promising field for 
further research. Gilhert >S later 


A History of Railways in Ireland. By J. C. (Jonroy. (London : 

Longmans, Green & Co. Pp. viii f 386. 15,9.) 

The series of monographs wliicli are being jirejjared by the 
students of University College, Dublin, on different aspects of 
recent Irish economic history are to appear opportunely when so 
many difficulties present tliemselves to the new country. The 
first volume, by Mr. Conroy, deals with the history of both trunk 
and light railways just as the transport problem is entering a lunv 

phase in which past experience has seemingly little to teach us. 
It would be vain to say, liow'cver, that it has no lesson at all, as the 
problem of competition with and among railways is as old as 
the railways themselves in some of its fundamentals. Yet it is 
perhaps a pity that this, like many other general railway liistories 
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written ostensibly for the stiKlent, should have emphasised 
their relation to the State to the virtual exclusion of all else. 
We arc left with the suspicion that only the surface has heeii 
touched, and that the real economic history of the railways li(‘s 
behind all the Acts and Parliamentary Keports. It is true that, 
particularly in the case of Ireland, the attitude of tlie State has 
seemed to overshadow other matters, hut surely Iiardly so far as 
to compel a neglect of the main business of transportation. The 
rigid use of olhcial sources naturally tends to cause this insistent 
emphasis, since contact with tlje State is the chief reason for their 
existence. Moreover, it has the unavoidable effect here of 
bringing in much that is English rather than Irish in essence. 
Within these limits the author has written a faithful descriptive 
account of the outstanding events in the political history of the 
railw'ays during the last hundred years, and has brouglit them 
together in convenient form without putting forward any new 
point of view. !Much of the first part is dull to a degree. Con- 
secutive summaries of Ih'ports, Acts and procedure, bereft of a 
strong thesis to bind them together or criticism to stimulate, form 
singularly barren reading. 

Rather more interesting is the third part, describing the 
changes brought about since the “ Partition,” and certainly more 
venturesome is the concluding chapter in which tlie author at last 
cuts aw%ay from his official sources and speculates on i\u) future. 
Much that he says here, especially with regard to the peculiarities 
of the Irish rail and road problems, is true and .suggestiv^c without 
being exhaustive of the subject, ilis calculations as to the 
wisdom or otherwise of electrifying the main lines, w hilst obviously 
leading to the correct conclusions, are rather too much hedged 
about by questionable saving assumptions to be anything more 
than a broad ingenious use of statistical itiethod. Jnternationtd 
comparisons w^ould show' up w'cakly if used on those parts of the 
system which arc ripest for electrifieation. Nevertheless, there is 
some material for discussion in this last chapter, the book ending 
on a note far more stimulating than that in which it b(‘gan. 

C. D. Campbell 

Voni Wirtschaft-^gei-^t in Amerika. By Pkof. A. PiuiL. (Quelle 
und Meyer: Leipzig. 1927. Pp. 122.) 

A VIEW of American economic life written by a German is 
particularly interesting by comparison with the numerous views 
of that country put forward every year by Englishmen. o 
many things seem to surprise Prof. Buhl which an Englishman 
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is perfectly accustomed to in his own country. The word 
“ intellectual,’’ complains Prof. Riihl, has become a term of 
contempt, and the American Universities are mere “ athletic 
associations in which certain opportunities for study are offered 
to those physically weak.” Prof. Kiihl remarks also upon the 
standardisation and uniformity of American houses, clothes and 
food. There are “ forty religions but only one sauce,” he quotes 
from Brillat-Savarin. But to an Englishman familiar with the 
life of the majority of his countrymen, American life should 
appear less standardised. 

The ‘Miomes” of the American skilled workers in the residen- 
tial sections of the smaller cities arc frequently occupier-owned or 
occupier-built, and far from uniform. The fashion changes every 
decade, from Gothic to colonial, from colonial to bungalow, and, 
as a rule, America avoids the horror of ribbons of semi-detached 
villas or of mass formations of all too solidly built slums. The 
American working woman or middle-class Haiisfrau is a more 
enterprising and resourceful cook than her English counterpart, 
and Americans are spared the eternal routine of joints, boiled 
potatoes, greens, milk puddings, and such standard English ad- 
juncts as ” sudden death ” pastries, and insipid synthetic mineral 
waters. In her clothes (though possibly not in his) the American 
shows more variety, and changes in fashion percolate down the 
income scale with greater rapidity. In his insistence on the 
uniformity of the material life of the American, Prof. Riihl shows 
only second-hand information. 

But he realises clearly the fundamental paradox of the 
American’s economic situation : many opportunities of rising u]) 
the ladder, but — a very steep ladder. The myth of the universal 
prosperity of America appears to be as widespread in Germany as 
it is in England, and Prof. Riihl’s cleverly and popularly written 
little book should help to elucidate the truth. He quotes the 
statement of the Federal Commission on Industrial Relations, 
that only about a quarter of all American fathers of families 
were in a position to maintain a minimum standard of existence 
for their families without the help of other members, and that in 
New York one burial out of twelve was a pauper burial at public 
cost. 

This Commission reported in 1915, but more recent inves- 
tigations into the relation of cost of living and wages which 
Prof. Riihl might have quoted do not show any significant 
diminution in poverty. And without national health or unem- 
ployment insurance or old age pensions or even out-relief, as 
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Prof. Riihl points out, the position of the poor is nowhere so 
humiliating as in America. 

This humiliation is intensified by America’s psychological 
attitude, and here we enter upon Prof. Rlihl’s main theme. He 
discusses in successive chapters the social valuation of business, 
the American attitude to money, American business morals, and 
the new spirit in industry. Prof. Riihl writes in a lively fashion 
and draws freely upon the resources of American slang, the 
higher criticism of Mr. Menken, the “ radical press,” and the 
novels of Mr. Sinclair Lewis. 

Prof. Riihl’s analysis of the facts disclosed through these 
media is, on the whole, sound. He realises the implications of a 
capitalist system untrammelled by aristocratic, ecclesiastic or 
feudal traditions, and the consequences of honouring business 
above all other professions for the man of superior ability. The 
American business man is far more vocal than his European 
counterpart. Europe is full of Babbitts or potential Babbitts, 
but they are inglorious and mute. In America, on the contrary, 
they set the tone, and America follows their gross conception 
of progress, their quantitative standards (ZaJilenfethhmus), and 
their strenuousness and contempt for idleness and leisure. 

But the primacy of business as a career has its compensations. 
The American business man is a finer selection. He is not so 
petty and niggling as his European counterpart. Ho is more 
generous in endowing learning or in accepting a daughter-in-law 
without dot,” and he is often convinced that his business is for 
the service of mankind, or at least for the advantage of his 
customers and employees. 

Yet “no great fundamental discovery has originated in 
America, unless perhaps the short story,” and Prof. Riihl is 
moved to inquire into the prospects of a more creative future. 
He secs a distinct change (and well ho may !) from the Puritan 
Sunday of New England, which even Scotchmen found dull, and 
his last chapter is devoted to modern American “ Kulturkntik,” 
the awakening of a critical attitude in America to her own 


civilisation. 


P. Saroakt Flokenck 


Modern Japan and its Probkms. By G. C. Allen, M.Coni., 
Ph.D. (George Allen & Unwin, Ltd. 10s.) 

A PERIOD of three years’ residence in the Far East has con- 
vinced me that the foreigner there is seldom unprejudiced; 
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many business men dislike any roguery in which they arc un- 
trained, and also tend to make ill-considered political judgments ; 
missionaries and teachers tend to idealise, and many foreigners 
do not trouble to think very deeply. It is satisfying, therefore, 
to bo introduced to this book by Mr. Allen, who steadily avoids 
what he describes as “ The Fiction of the Yellow Peril ” and “ The 
Cherry Blossom Delusion,’* and gives a carefully reasoned and 
eminently readable account of many aspects of his subject. 

Emphasis is justly laid on the national love of compromise, 
ajid on the family system and its logical parallel, the paternal 
state. The love of compromise has often led to misunderstandings 
between Japanese and foreigners, and the author is of the opinion 
that it is largely responsible for the common idea that Japanese 
are untrustworthy; he attributes this to lack of understanding. 
The Anglo-Saxons are perhaps the most uncompromising of 
people in commercial matters, but a tlapanesc in China, suing an 
American Company enjoying extra-territorial rights and registered 
in, say, Florida, or becoming, in England, involved in leaseholds, 
might readily suspect the law of those countries of encouraging 
chicanery. 

The family sj^steni carries with it a fairly complete substitute 
for poor relief, and health and unemj)loyment insurance. This is 
aided by the fact that employees arc not, in most industries, liable 
to sudden dismissal without compensation merely on the grounds 
of lack of w ork ; further, labour is more mobile and is not hampered 
in its mobility by Trade Union restrictif)ns. All this tends to 
level out the peaks of trade crises. 

Modern Ja])an can be said to have had its beginnings in 18.54, 
w’hen foreign concessions wore first granted, but more d(‘finitely 
in 1868, when a comjilete revolution was started of cverytliing 
that required changing to put Japan on a level with Western 
nations. Mr. Allen makes a great point of the advantageous 
position of Japan in conducting this revolution. At a time when 
endless spadc-w^ork had been done by the individualistic West, and 
laissez-faire w'as beginning to be discredited, the Japanese, w ho by 
tradition anrl social organisation w'erc trained in co-operation and 
expected State initiative and control, started to build up 
industries financed, and fathered in every way, by the Government 
that had deliberately planned the change. The capacity of the 
Japanese for co-operation is well illustrated by their formation of 
a Cotton Importers* Association, which obtained valuable con- 
cessions from all shipping lines for the raw cotton imported from 
India. So successful was this Association, that a similar one was 
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formed in China, as a result of Japanese initiative, embracing all 
nationalities concerned. 

Although the whole of the book is interesting and well 
balanced, in its attention to past history, the present, com- 
parisons with other countries, and occasional anticipations, 
the most valuable chapters to readers of this Journal will 
probably be those entitled “Banking and Finance” and “The 
Population Problem.” As far as the reviewer is aware, these 
chapters arc the only studies available of their respective subjects, 
particularly if the former is read in conjunction with the same 
author’s article publislied in the Kconomic Journal in March 1 925. 

This history of the banks, the object witli whi('h each was 
created and on what Western example it was modelled, and the 
success or failure of each experiment are well recounted. Some 
of the banks have been largely tools in political action, and, 
succeeding in this function, have failed in other directions. The 
Bank of Japan has failed entirely to control credit policy, and its 
position is summed up as follows : 

“ Thus the Bank of Japan appears mainly as an 
institution for currency control, for the conduct of official 
financial business and for help in emergencies. It has never 
aimed at providing the money market with funds in normal 
times. Until, however, it is able to get into closer touch with 
the other banks, its rate will remain merely nominal, and can 
never hope to become a controlling one.” 

In his study of the problem of Japan’s rapidly increasing 
population he shows how all the available suitable land in the 
country is now under rice cultivation, and how intensive work and 
external aid have by now brought the rice harvest to very nearly 
the maximum possible, while imported rice is unpalatable to the 
Japanese. A decrease in the high birth-rate is unlikely, because 
the social organisation, the position of women, ancestor worship 
and the policy of the Covernment are all combined in encouraging 
a high rate. Emigration is denied by (^anada, America and 
Australia, while China, Korea and Formosa have endless 
indigenous cheap labour available. The solution of the problem 
is a change of diet, involving imports of food, winch can be ])aid 
for only by exports of manufactured goods. The main exports at 
present are silk and cotton. Mr. Allen thinks the silk mar xt o 
America is safe unless fashions change, as he does not anticipate 
loss of revenue through competition from Chinese or artificial silk, 
i See article by Mr. Johnos, Economic Jocknal, March 192S. 
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The reviewer (with, perhaps, as little knowledge as the author of 
fashion changes in America) inclines to the opposite view of this. 
TJie cotton exports arc absorbed mainly by China and India, and 
Jiome manufacture in those countries may damage Japanese 
exports as much as these have damaged Lancashire exports. No 
mention is made of the encouragement given to this by the 
establishing with Japanese eapital of large cotton mills in China. 

In liis last chapter, “ Japan and the West,” Mr. Allen touches 
on many subjects, and makes a powerful plea for a better under- 
standing, which his sympathetic and lively book should certainly 
do something to encourage. 

C. A. Ashley 



NOTES AND MEMORANDA 
Bilateral Monopoly 

In tho ArchivfUr Sozialwissenscluift und SozialpoUiik (Band 58, 
Heft 2) Professor Schumpeter reproduces the late Dr. A. K. 
Wicksell’s last published writing, which was a criticism of my 
Mathematical Groundwork of Economics, with an introduction 
appreciating Wickscll’s life-work and discussing the criticism. 
In particular he calls attention to Wicksell’s treatment of bilateral 
monopoly, which he considers of great importance ; this treat- 
ment was a rather incomplete note on the short paragraph I 
devoted to tho subject (Groundwork, p. 62), and it is the object 
of this paper to develop the idea that Wickscll introduced. 

The problem may be stated as follows. Let p --= f(x) be the 
eonsumer’s demand curve for a commodity, say steel. Let there 
be only one producer, who has a complete monopoly, and only 
one factor of supply, say iron ore, of which one mine-owner has 
complete monopoly.^ Let one unit of ore be needed for one unit 
of steel. Write tt = <^(a;) for the cost schedule of ore production, 
subject to constant or decreasing returns. Tho steel -maker then 
aims at maximising {J{x) — 7t]x, where tt is tho price he pays 
for ore, and tho mine-owner aims at maximising {tt — <l>(x)}x. 
My statement was that “ there may be a value of tt for which 
[the same value of x is obtained from both maximising equations], 
but without collusion it will not be obtained,” and that the 
solution is indeterminate. Wickscll remarks (loc. cit., p. 276) 
that he does not understand this, and gives the solution of Case 2 
that follows, introducing what I have called the “ manufacturer’s 
demand curve,” but only in tho case where the cost, <l>(x), is zero 
for all values of x, and labour is the sole factor. Ho concludes 
that the supplier of the factor reaches an actual (Wirkliches) 
maximum, and the employer a relative maximum, and calls 
attention to the great importance of tho problem. 

It appears to me that Wickscll’s solution is one-sided, and that 
equally the employer may reach a real maximum and the supplier 
a relative maximum, with consequences that are developed in the 
sequel. 

' The analysis includos tho caso whoro the stoel-makor has also fixod charges 
and uses other unmouopolisod materials. 
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The analysis is essentially algebraic, but it can be represented 
graphically, and it will be convenient to readers to place the 
geometry first. For simplicity the supply and demand curves 
are drawn as straight lines, and in some cases a corresponding 
simplification is made in the algebra, but the assumption of 
rectilinearity is not necessary. 



Via. 1. 

On a horizontal axis, OX, take any scale for quantity of 
output per week or per other time unit. Choose the measures 
of the material and product so that one unit of material is used 
in one unit of product. Represent prices per unit vertically 
1 ). 

The straight line ACq represents the demand of the customer 
for the product, so that ON^ units will be bought at a price NjPi- 
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Tho straight line BCq represents the cost of the material, so 
that if ONi units arc produced their average cost will be NjQj. 

Draw a horizontal lino tlirough C’d to meet the vertical axis 
at Mo, and bisect CqMo at Rj. 

Join ARp and produce to meet BCo at Cj, and join BR„ and 
produce to meet ACq at C^. 

Through Rq draw a vertical to meet OX, BCq and ACq at 
Nq, Qo, Pq. Draw horizontal lines through Qo and Pq to meet the 
vertical axis at and Kg. 

Bisect C^A at P^, draw a vertical through Pj to moot BC,, 
BCq and OX at Ri, Nj ; draw horizontal lines through Pj, Rj, 
Qi, to meet the vertical axis at K^, L^. 

Finally, bisect C 2 B at Q 2 , draw a vertical througli to meet 
OX, AC 2 and ACq at N 2 , R 2 , P 2 ) and draw horizontal lines through 
Qg, R 2 ’ P 2 vertical axis at Lo, M 2 , Kg. 



Case I. Suppose that the manufacturer can dictate the price 
of the material, while the producer of the material decides the 
output. 

Let him assign any price OM' (Fig. 2). Througli M' draw a 
horizontal line to meet BCq at R'. Take any point N' on OX, 
and draw a vertical to meet BR', M R', at Q', S'. With output 
ON' the supplier of the material makes a profit represented by 
Q'S'M'T'. Given OM', this rectangle is greatest when S' is the 
middle point of M'R', and therefore S' lies on BRq. 

As OM' varies, dilTerent points on BRq mark the quantity 
and price of the material produced, and BIIq may be called the 
offer lino (or schedule) of material. 

The manufacturer is then in the position of a monopolist 
whose cost price is given (Fig. 1) by BCi and selling jjrice by 
ACj and he is free to choose any point on BCj. His greatest 
gain is when he chooses Ri, the middle point of BCj, and his 
gain then is represented by the rectangle RjPiKiMi. At the 
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same price the gain of the supplier of the material is represented 
by RjQ The ratio of these rectangles is 

l\l\ : R^Qi = BA : BM^. 

Case II. Suppose that the supplier of the material can dictate 
its price, while the manufacturer decides the output. 

Let him assign any price OM" (Fig. 3). Through M" draw a 
horizontal line to meet ACq at R". Take any point N" on OX 
and draw a vertical to meet AR", M"R" at P", S". The manu- 
facturer then makes a profit represented by S'T"T"M", which 
is a maximum when N" is so chosen that S" is the middle point 
of M"R" and therefore on the line ARq. Hence, whatever price 
is sot, points on the line ARq connect price and output. ARq 
may then be called the manufacturer's demand line for material. 

The supplier of the material is then in the position of a 
monopolist whose cost price is given by BO2 selling 

price by AC2, and he is free to choose any point on BCg. His 
greatest gain is when he chooses Rg, the middle point of ACgj 
his gain then is represented by R2Q2L2M2. At the same price 
the manufacturer’s gain is represented by RgPgKgMg. The ratio 
of these rectangles is QgRg : R2P2 ~ AB : AMg. 

Case III. If the manufacturer and supplier of material 
combine, their joint gain is determined by a rectangle set in the 
triangle ACqB. It is greatest at the output ONq, since Pq and Qq 
bisect ACq and BCq. The joint gain is PoQqLqKq. 

With the output ONq both the manufacturer’s demand curve 
and the material offer curve arc satisfied by the material’s price 
NqRu, and their gains are in the ratio AMq : BMq. 

If BCq is horizontal (constant cost) the supplier of the material 
makes no gain, and will not agree to the arrangement if ho has 
any bargaining power. 

Algebraic Analysis 

Write j(;x) — a — and <^(a:) = h + when approximate 
values are used. 

Case 1. Suppose that the manufacturer can dictate the price 
of the material, tt. 

The supplier of the material offers x units, where x maximises 
(77 — ^{x))Xy TT being given. 

X must satisfy the equation tt = (l>{x) + x<f>’{x) == & + 2m^. 

This curve in tt, x, represented by BCj, may bo called the offer 
schedule. 

The supplier’s gain is then x® . (^'(x) = Vj, say. 
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Tho manufacturer is then limited by the offer schedule and 
the customer’s demand, and dictates that value of tt which will 
maximise (p — 7r)x {f(x) ~ tl,(x) — a;0'(x)}x. 

X must then satisfy 

f(x) <l){x) Zx(l>'{x) -j- xf'(x) — x^<j>"[x) — 0, 

and when this is solved tt is determined from the offer schedule. 
The manufacturer’s gain is then 

x\2<l>\x) ~i'{x) d- x<l>'\x)} = U„ say. 

Then = {2^'(a:) - /'(*) + <l>’{x) 

2m 2 + m. . , , 

= — ? approximately. 

7112 

In the figure, ON^ =z x — {a — b) -r 2 (m^ - 1 - 21/12), 

Nillri = TT ™ -f- (l/ij 1 / 12 )^} (l/ti 4~ 27//2), 

Ui == (a — 5)2 4(m^ 2 / 712 ), = (a — 5)2///.^ -f- 4(//ij -1- 2 //? 2 ) 2 . 

Case 2. Suppose that the supplier of the material can dictate 
its price, TT, to the manufacturer. 

The manufacturer maximises (p — 7t)x -- {/(.r) — 7t}x, for a 
given TT, so that x satisfies tt = j(x) + xf'{x) — a — 2m ^x. 

This curve in tt, x, represented by AC 2 , may be called the 
manufacturer’s demand schedule. 

The manufacturer’s gain is then — -/'(x) — Ug, say. 

The supplier is then limited by the manufacturer’s demand 
schedule and his own cost .schedule, and dictates that value of tt 
which will maximise (tt — (l){x))x = {J(x) ^1- xf(x) — (j)(x)]x. 

X must then satisfy 

J(x) - ^(x) + Sxf'(x) - x<t>'(x) + xT{^) - 0, 
and when this is solved tt is determined from the manufacturer s 
demand schedule. 

Tho supplier’s gain is then 

x^{ - 2f'(x) + fix) - xf'ix)} - Vg, say. 

Then ^ = { - 2/'(x) + - x/"(x)} 4- - /'(x) 

_ +J ^'2 approximately. 

r«i 

In the figure, ON^ = x = («-&) -i- 2(2mi + mi), 

Njllj = ir = {(Hii + mi)a + m^b} 4- {2»h + m^), 
U2 = M,E.AK2.Vj = MjKjQ.A, 

Uj = (a - 6)%1 -r 4(2mi + w^)^ Vj = (a - b)^ -i- 4(2»ni + "'a)- 
No. 152. — VOL. xxxviu. ^ ^ 
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Case 3. Suppose that the manufacturer and supplier of 
material combine to maximise their joint gain. 

X must be chosen so as to maximise {f(x) — <l>(x))x, so that x 
satisfies x{<j)'{x) — f'(x)} = f{x) — 

The aggregate gain is then — f'(x)}. 

Let ir — be the solution, so that 

fi^o) (^o) ~ ^(^o) (^o)* 

Tlius it appears that is the quantity (ONq) determined by 
the intersection of the manufacturer’s demand curve and the 
supplier’s oiler curve, so that if the value of tt (NqRq) determined 
b}^ this intersection were fixed by an outside arbitrator, manu- 
faeturer and supplier would both maximise their gains (at this 
value of tt) by the same quantity This is not, however, a 
position of stable equilibrium. It would be to the interest of the 
manufacturer to piisli n down towards Rj, and of the supplier 
to push it up to R 2 . 

At the position Ry, the manufacturers gain is 

(p ~ ■ {/(•^’o) /(‘^o) ^'oJ (‘^o)}‘^’o '• ■ ‘^0^ ‘J (^’o) Uqj f^ay, 

and the supplier’s gain is x ^^ . — ^^o* 

Hence -- J, approximately. 

(t>{xQ) '/yo/ 

ONp ■-= iTo ^ ■*’- d' 

NyRy ^ TT - (//?., a + mj)) (//ij -f- w/g), 

Uy -= MyRyPyky, Vy MyRyQyLy, 

Uy = (a ~ bynii -f- 4(/ai -l- /a 2 )^ Vy ^ (a — 

Tf we take ij --f(x) and y = f^(x) as straight lines, the following 
statements hold, 

Uy + Vy is always greater than Uj f or U.^ + Vo. 

If m.y is positive it is easily shown, if J"{x) and (l)"(x) are 
neglected, that 

Ui > Uy > Uo, and Vo > Vy > V^, 
and that x^^ is greater than x^ or x^. 

If 7tii = 7/^2 then x^ = .^2 = (a - h) G 7 / 1 , and 

U^ = Vg = (a — b)^ 12/a, Ug — Vj — (a — bY -i- 3G//?, 

Ui + Vi - U 2 d- V 2 = (a - 6)2 ~ 9//1, Uy f Vy (a 4- S///, 

Uy - Vy = {a - by - IGm.. 

If m 2 — 0 (constant cost), Nj and Ny coincide, Xq ~ (a — b) r 
2/nj, and ONj — (a — 6) 4- 4//ip 

Further, Vy - V^ - 0, Uy = U, = (a - bY 4- im , ; 

U2 = (a - by -4 lG//ij, Vg = (a — 6)^ -4 8/7ii. 

This is essentially the case that Wicksell discussed. 



1928] 


m L ATKK A 1 . M UN u Vo L y 


G57 


If mo is negative, and the cost function linear, the value of a; 
which satisfies tt — (jj(x) u’<jf>'(.r) leads to a inininuun gain instead 
of a maximum, and tlui analysis of (Jases 1 and 3 become com- 
plicated. Case 2, however, is unchanged substantially so long 
as 2m — mo. 


Ihe analysis can at once be extended to include the conditions 
that the manufacturer is suljject to a, lixed charge {c.g. rent or 
taxes) irrespective of output, which merely dimini.'.lu's his gain 
without affecting the points X,, X,; aiul further that he has 
other costs (e.g. coal) pro])ortional to his output, say kw, for to 
meet this condition we have simply to write k -\ w fur tn^ 
throughout. 

Besides this extension, however, wv. can readily solve Case 3 
when the manufacturer uses a number of materials, each the sub- 
ject of {in independent monopoly. 

Write <^i(-r), </>o(.t’) . . . for the cost fimctiojis of the materials, 
{iiid TTi, TT.j . . . for the prices at whicli the manufacturer obtjiins 
them. 

The maximum giiin for sill combined is then 

{/(•«) - U-^) - - • • •}.<•, 

where x satisfies 


fix) - - . . . = .c{<^ /(.<■) I . . . -iV(.r)}. 

The niiinufacturer’s demand seheduh' is 
TT, 4- 772 -I- • • • - " 4 

The offer schedides are ttj <^i(r) I* .rt/) /(;<■), 

77., — ^.>(x) -h .rc/>4(.r). 

As before, these can all be satislieil by the same vidue x -- .ry, 


where 

if 


a’,» - - 


a — 


^ ■ ■ 2(mj + m, -I- m, 

f/,j(r) 4- 


b., - . 

3 + 


.) 

4 - iff 'X 


approximately, 
etc. 


The gjiins of the manufacturer and of the su])pli(Ts of the 
materials are multiplied res])ectively by —J'{Xq}, fl>i(Xo)y 

fiW- • • • 


Labour Monopoly 

Now consider the supply, not of a material, but of labour 
controlled by a monopolistic Trade Union. 

The clearest method of a])proach is to su|)pos(‘ that thcr(^ is 
no reserve price for labcnir, and no increasing disutility, but that 
a certain number of men are available whose production per 

xx2 
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head per diem yields unit commodity. That is, we take 
0 — but that there is a superior limit to x. 

The employer can decide on the amount to be produced, 
whatever the price of labour. 

If the Trade Union can dictate the wage we have Case 2. To 
fix ideas take the case of eoal-owners and miners, ignoring all 
other costs and classes of labour, and write the consumer’s 
demand for coal per diem as 


^ “ 15,000 

in shillings and tons. Suppose that each miner produces 1 ton 
daily. 

We have the following schedule : 

Dalhj Coal Output 


Amount 
(tons, OOO’a). 

X 

^Vag0 

(dhiilings). 

7T 

Price 

(shillings). 

V 

Owner’s 

gnin 

(shillings, 

OOO’s). 

Aggregate 

Wages 

(shillings, 

OOO’s). 

Unemploy- 

ment 

Benefit 

(shillings, 

OOO’s). 

60 

4 

8 

240 

240 



52i 

5 

H 

183-2 

262i 

— 

4.5 

6 

0 

135 

270 

15 

37J 1 

7 


931 

202 J 

37i 

m 1 

71 

n- 

751 ■ 

253 J 

48i 

30 

8 

10 

60 

240 

60 


Here 77—12 - is the employer’s demand schedule. 

The maximum of wages is when x a ~ 4m ^ - 45,000, 

77 ^ = 0 . 

Suppose that there are 50,000 miners in the Trade Union. 
All will be employed at p ^ 85, 77 5^. The average earnings 

l)er head in 10 days will be 5.T9. 4(1. 

This average can be increased to 546\ with average unem- 
ployment one day in 10. If unemployment benefit at 3-5. a day 
is paid, total receipts are 51s. per 10 days. 

But allowing for unemployment benefit it is easy to show that 
maximum receipts would be obtained at a wage Is. Gd. a day. 
At this rate 33,750 would be employed; average unemployment 
would be 13 days in 40, and receipts would be per 10 days 506*. 7b/. 
wages plus 9d. benefit, that is, GO^)'. 41(1. 

If then the Trade Union aims at complete employment the 
wage should be fixed at 55. 4d . ; if at maximum earnings, at Os . ; 
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if at maximum receipts including uneinplovment henefit, at 
Is. C)d. 

If there were only 30,000 minors, maximum average earnings 
are 8^*?. a day, all employed, and no more could be obtained by 
reducing employment and drawing benefit. If the miners 
increased their hours and raised output by 10 per cent., the wag(i 
per ton would be and the daily receipts 8-3r).s-., say 8,s\ 4r/. 
The earnings for the additional 2 ewts. would be only 4d. 

Next take Case 1, where the employer can dictate wages. 
His interest is to drive wages down as far as possible. If there 
is a legal minimum not greater than 8.s*. Sr/, a ton he could employ 
the 50,000 at that minimum, but would make no gain; and he 
would maximise his gain if he employed only 25,000, when 
p — 10 J, and the gain would be \s. 8r/. per ion. He would only 
employ the whole 50,000 if he could pay as little as 5.s'. 4d. 

It is clear that in the usual position where neither employer 
nor em})loycd have absolute power, then' is no definite solution. 
But if the facts were as supposed, an arbitrator would be able 
to work within narrow limits. 

[The illustration would be more apposite if it were re-worked 

from the equation p 18 - 'vith unemployed benefit at 

4s. C)d. The values of x would be unaflectcd but all money values 
would be raised 50 per cent.] 

A. L. Bowlky 

Unemployment in the Madras Presidency 

In a Note (ui “ Unemployment in the Madras Presidency,” 
published in the Economk’ .Iocrnal, March 1!)28 (p. 138), 
J'rofessor A. J. Saunders has overlooked one important asjiect of 
the problem, and has misunderstood some oth(‘r aspects, which 
need clearing up. Though he was a member of the Committee 
appointed to investigate the (piestion of unemjdoyment among 
the so-call “ educated middle classes,” neither ho nor the other 
members of the Committee seem to have appreciated what the 
term “ educated middle classes ” should predicate. It certainly 
could not have been intended to comprise all Graduates, Inter- 
mediates and as the Professor seems to think; for if it 

was, the appropriate term would ho ‘‘ educated classes, and not 
” educated middle classes.” The educated as well as uneducated 
members of the poorer classes, who in this part of India (the 
Madras Presidency) are more or less identical with the lower 
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castes of Hindu society such as the lower grade Saclras and Pan- 
cham(h<f (tJio latter are tlio well-known “ depressed classes ”), 
woidd certainly not come w-ithin the term. Among these theie is 
absolutely no case of unemployment at all. It lias long boon the 
poli{\v of the Government of Madras to encourage the uplift of 
these communities as well as Indian-Christians and Mohamedans 
by giving even the least educated among them j)r(dercnce in 
Government service over the members of tlie higher caste Hindus 
with equal or even superior qualifications ; so that tliere has never 
been any instance of unemployment of cducatt'd men among these 
classes. But educational advance among them (e.x’cept in the 
ease of Indian-Christians wJio are looked after by the various 
foreign Christian ^Missions here) has been very poor. As the 
Professor himself must know from his experience and knowledgt*, 
educated men in Southern India consist mostly of l^rahmins 
find liigher grade non-Brahmins, and it is only among these that 
unemployment may bo said to exist to any appr(‘ciable d(‘gre(‘. 
But a new situation has been created since the introduction of the 
Beforms in 1021, which by widening the electoral franchise among 
the poi^ulation, consisting mostly of non-Brabmins, inovifably 
brought about the ascendancy of the numerically strong section, 
the higher caste non-Brahmins. to political power in the Presidency. 
The Administration, in so far as it lias Ix'on transfi'rred to th(‘ 
representatives of the people, is consequently now actually uiuha' 
the control of non-Brahmiii l(*aders. O'he result is tliat, iinding 
that tlie Brahmins have; in the past practically monopolised the 
Government services out of all proportion to tiieir mimlx'rs, 
Government Inis now been made to jmrsue a systematic ])olicy of 
communal representation in the services, under which non- 
Brahmins are to be given preference over Bralunins with espial or 
even superior qualilications in all Govi'rnmont posts, until tlie 
jiroportion gets equalised to that of tlie iiopulation of each class. 
As the edueated men of SoutlHuai India at the present moment ar(‘ 
mostly of the Brahmin (dass (among whom almost all, whether 
poor or rich, arc literate), this policy of communal represiaitalion 
in the services practically coniines the problem of unemployment 
to the Brahmin class alone. Nt'itlier the I^rofessor nor the Gom- 
mittce in its Biqiort sliows any awareness of this fact, tliongh the 
communal force is a d('tormining factor in the matter of employ- 
ment of educated men, and in fact the one conspicuous feature of 
economic and social as well as political life in Southern India 
to-day. 

Another jioint not understood liy tlie Professor in ins Note 
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and the rommitifM' m its Ki'port is tlmt in nrlnal practice tiiero 
is no nncinploynuait at all anionir the lii^rl„T nniks of cdurak-d 
men Gradnalcs a?i(l rnt(‘nn(Mli;it('s and that all unein]il()yincnt 
is conlinofl actually to those nlio liave n'ecavc'd ni(‘r(*lv a lliii;h 
School education, i.r.. lu)l(lers of Secondary School Leaving 
( V'rtificatcs (S.S.L.t s.), and othei-s with lowca* ('dncati(ai. 'I'Ik' 
former, i.c. (Iraduates and I nt(M-ine(liat(’s, are always ahl(‘ to 
compete olT(‘r‘t iv(‘ly with th(‘ latter and oust tlnun from the 
competitive- stmirirlc (except in so far as communal pirference 
reoverns the' sitnat ion). Jt is only larije nujiilxa’s of t h('S(' low'-grade 
e<lu(‘ated imm, (-spe(*ially of the llrahmin class, that are really 
sullering from unemployment. In a ^hunf)randum submitted to 
th(^ Committee, I have shown in detail how' these ])eoplo can be 
usefully alisorbed by (h(‘ Tostal and Police-, Departments f)f 
(h)vernment, if llu'se latter pursue a policy of (mte-rtaining only 
edue-atisl ami more'-re'sponsibilitV'fe'e-ling postme-n anel cemstablcs 
res])cctiv(‘ly. At [)r(‘,^ent the- Posteil D('i)artment is giving high 
pay to postmen, and the- Postmaster of the city e)f Maelras has 
already taken to the- polie-y of inviting *’ Sclnu)! Final ’’ men to his 
Department l)y olTe-ring ele-e-e-nt pay and giving greater ehance-s of 
jjromotion to higher posts in cases of [a’e)ved etrieie-ney. The 
Police Administration in the ^Taelras Presidency is at present e3ne 
of the we)rst imaginable- anel is ve-ry ine-llie-ie-nt, the main reason for 
this be-ing the illiteracy of its constabulary. Xinel v-nine per ce-nt. 
of the cemstables are not English-e-elue-ateel and do not hne)W' the- 
l.aw. anel the*y are low paid — average- salary be-ing met me ax- than 
Rs. 20 (;10 shillings) a imanth. If the pay is i-aiseel to Rs. 110 or 
Rs. 35, and good chances of ])romotion to higher ranks arc 
aiforded, it is certain that Digh School educateel men will bi^ 
largely attracted to the Department. Again, in the 50,000 anel 
odd villages of the Presidency, the edlices of Ileaelmen ami Karnam 
{i.e. accountant), which arc unele*r the control of Covernment, are 
me:)stly in the hanels of non-English-e-diicateel men, being permitted 
to be hereditai’y. If the hereditary character e^f these otlie-e-s is 
a])olishod and if the oiliees arc thrown e)pen to High School 
educated men, ne)t only will ime'mple)yment aimmg the educateel 
become non-existent, but there will he a. gre-at de-maml for them, 
and the efficiency e)f village aelministralieni will also he- greatly 
improved. The C^immitte-c have ne)t ce)nsielereel these avenues of 
employment. 

Again, neither the Professor nor tlic (Amnnittoe would seem 
to have perceived the present difficulties that stand in the way 
of educated youth taking to agricultural pursuits. In a Province- 
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wliorc agriculture is the mainstay of the people and the per- 
oentage of the po])iilatiou directly depending on it is nearly threc- 
fonrths, there is only one institution giving instruction in agri- 
culture, and even that is limited to a few score of students, most 
of whom are trained for employment in the Government Agri- 
cultural Department. There is no scope given for agricultural 
training, and the blame for this is certainly on the Government — 
which since 1021 is in respect of this subject a Siraraj Government, 
b(‘ing in tlie cha?‘ge of a Minister of the people ! It is easy to say 
that the ediu^ated men of the country should turn their attention 
to agriculture, but, unless tliev have recch ved a i)roper training 
in the subject, they will not be Avanted for agriculture Avliere 
cultivation is carried on in customary fasbion, except so far as 
modified ])y demonstration of the advantages of innovation and 
change. Unless educated men who want to take to agricultural 
pursuits can bring some new advantages they are bound to fail. 
'Idle necessity of a wide system of agricultural institutions which 
will give instruction in modern agricultural methods has been 
ein])hasised by the recent Report of the Agriiailtural Commission, 
and unless the (jovernment establishes such institutions in large 
numbers educated men cannot be exp(‘ctcd to turn to agriculture. 

A. Ramaiya 

Madnrd, S. India. 


Jntehnational Gold Movements 

Before the war the meaning of tlu' gold standard was clearly 
defined, and the conditions in which it worked wore regarded as 
practically settled. On the other hand, the criterion, scope and 
spirit of the post-war gold standard have not yet had the oppor- 
tunity to Ik'couk^ crystallised during the short period that has 
claps(‘d since t he system came into operation. J t will take the ex- 
perience of a number of years before the set of rules that govern th(^ 
system is once more clearly defined. Meanwhile the problems 
arising in connection with international gold movements deserve 
particular attention, as their solution will largely contribute to the 
evolution of tlu; post-war conception of the gold standard. Often 
questions of a purely technical nature lead to the adoption or 
modification of fundamental principles, or at least to debates 
which tend to clear controversial points. 

An example to illustrate this is the case of the Midland Bank’s 
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gold imports from Now York, which raised tlio qiiostioii wlicflicr it 
is absolutely necessary to allf)w for loss of iiUeresf wlicii cal- 
culating gold points. This question did not aris(' in the past, as 
gold arhitrag(! was in the hands of linns wliicli financed Uie 
transactions either by means of borrowed funds, in wliich ease they 
had to pay interest, or by means of tlieir own funds on whicli f hey 
lost interest. The necessity of including interest among the 
expenses of gold shipnnnts was obvious in eitlicr case. Tf,''huw- 
ever, a commercial ba.nk undertakes gol.l shqim-nts, the jxlsition 
is not altogether clear. Commendal l)anks have to keep in any 
c.ase a large idle cash rc'serve. The question is wliether gold 
floating on the Atlantic may lx* regarded .as part of their <*a.sh 
reserve on which tlx^y are not supposed to earn interest. If the 
answer is in the allirniative, commercial b.anks are ju, stifled in 
omitting loss of interest wlum ealeulating the cost of shijinunt. 

The extent to which this question affected the gold inqxirt 
point of the dollar e.xehange at thi' time of the Jlidland Bank's 
shipments (May and .Tune, li)2.'i) is shown by the following 
(jalculation : 


100,000 fine oz. at $20 07033 
Freight 3.'». per £100 
influranoo l.f. per £100 . 
Intert'pt 5 per rt'nt. I'or 8 day> 

Total . 

100,000 fine oz. nt lOf/. 
GoUl point 


Tncltpliiig Excluding 
JnliTfst. 

$2,007,033 $2,007,033 

3.IO(»r>0 3,I00.^)0 

1.033 00 1.033 r)0 

2,0 p; — 

$2,073,21.3 $2,071,107 

£121,100 8 s. 

£1 - .$4-8877 £1 - Sl s.s2:» 


The cxeliaiigo rate at the linio of the Midl.uif] J^inkV sliipnuoits 
was around 4*88/’,.. Whetln'r the tr.insaotinii re.siiUtul in a 
nominal profit or a oomparativfly Milkstaiitial loss depended on tlic 
question whetlier gold on its way to London (‘ould ho rt‘g:\rdt‘d 
as part of the Alidland Bank's (*a>h ix'scrve. Ap])ar(‘ntly tlo' 
question has been answeix'd in the anirmotivo, as ofUicinl (piartfos 
(lid not object to tlie .shipments on tluT /^mnnd that (lu‘y wore 
undertaken at a loss. Of coursf' tlua-o conld not h(‘ any rjiuvst ion of 
refusal to buy it, as the Bank of England is under le^.d ohliLMtioii 
to buy gold at the ofiieial buying price, iiT(‘s])eotive of its origin. 
If, however, a bank were to import gold at a loss the Ba?)k would 
(certainly not fail to intimate to the im])ort(‘r its di^a])})roval of the 
unnatural transaction. Xo .sueli unotlieial ()bj(a*tion was raised, 
which fact is of particular importance' in the case quoted. 
Everybody knows that the Midland Bank did not iindertaktT th(' 
shipment for the sake of tlie negligil)le profit it yiehh'd. The real 
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objt'ct was to bring about an expansion of the basis rf (Tedit. The 
influx of gold j)l;iced tb(‘ B.nik of England befon' the alternatives 
of ('ilh('i* sterilising the snrjdiis by redueing its own eai'uing ass(‘is, 
or D'lnetaiif ly consenting to an expansion of er(‘dit which was 
contrary to its ])olicy. 'Jdie sliipnv nts w(‘r(', tlK'ivfore, anything 
but welcome from tlie p(nnt of vi('w of the mom'tary authorities. 
As. in spite r)f this, no attempt was nnuh' to discourage tlunn on the 
ground that tliiw w(‘r(^ underlakc'ii at a loss, and theo'fore un- 
natural, it app(\irs that the principle of disregarding loss of 
interest has received a tacit official sanction. 

The significance of this lies in its general (‘fT('cl upon gf)]d 
})oints. As I pointcal out in my ])r{‘vious mites on the subject 
(published in tin* March 1027 and 8(g)tcmb('r 1027 issues of this 
JoruxAE), there is a marked tendency, sine(‘ the ndurn to a. gold 
basis, towards the contraedion of the margin hetwism gold points. 
This t('ndency will Iv'cnme further aeeent nated if lh(' ])r<ietiee of 
di>r(‘garding loss of interest heeoim's gene ral. Lhitil now there 
has not been any sign in(li<\‘\ting any int('ntion on the ])art of our 
eomuK'reial banks to take a regular interest iu g(d(l arl)itr.ig(*. As 
sinee the war our joint stoek hanks have talom up several hranehes 
of activity w]u(‘h were out ddi'their spluuv heforethe war— sueh as 
ae(;eptane(? hu-<incss or coupon dealings, for instance-* it is by no 
moans im])o^.4hlc that they will also take up gold arhitragig to 
inorea'^e the sphere of activity of tluar fonugn (‘xudiange (h^pai’i- 
ments. Even if tlaw do so, it is by no means emdain that they w ill 
a.ece])t it as a. general rule to flisr(*gard the loss of interest. Anua'ican 
and (Jcrnian connnercia.l banks have been ('ngag(sl in gold arbi- 
trage.' for some) time ])a.st, but tliey always calculated the loss of 
interest among 1 he co-'t s of gold shi[)im nts, nnh ss they had a s])ecial 
reason to make the shiinmmt. Should what is now an exe<‘ption 
become the rule, commercial banks would thereby obtain a 
monopoly of gold sbij)m('nts, as other firms wbieb have no big 
idle reserves ean hardly afford to disn'gard the loss of interest. 

Anotlu'r principle which has enu'rged out of the experie nce of 
the last few years is that of the non-interference of Central Banks 
witli each other’s gold reserves. Up to now it has be(‘n adopted 
only with re'gard to direct purchase's by (.Vntral Banks. As a re'sult 
of Press crit icisrns ])rovokcd by the wit bdrawal of gold by the Biink 
of France from the Bank of England, in May and June 1927, a 
conference of C(‘ntral Banks held in Washington in July 1927 has 
agreed that no Central Bank should purchase gold from another 
Central Bank without the latter’s approval. Apparently the 
principle has been extended .also to purchases of gold by Central 
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Banks in the open market in London, which arc regulated by 
agreements witli the Banlv of England. 

The question wlielher the principle ai)plies also to indirect 
purchases by Centnd Banks is still hdt to Ix' d('cided. It was 
raised in Scptemln'r last in eonnection with tlu' heavy shii)ments 
of gokl to Cermany. The Tleiehsbank was anxious to (‘mjdiasise 
its neutrality towards these movements, d’he fact, howevt‘r, that 
it aeeentuated an unnatural apjnrcintion of the reiehsmerk by 
meens of sidling part of its foreign exchange holding was held to 
prove that it encouraged the intlnx. The question wludlH'r this 
attitude was contraiy to tlu* spirit of th(‘ agreement of ('(‘ntral 
Banks was kdt undecided. In that particular ease the Bank of 
England did not disapprove of the withdrawal of gold for Ger- 
many, b(dng an alternative to a witlidrawal from York which 
was n‘garded as the bigger evil. Sooner or later, however, an 
agn'cment will be la'aehed on the aj)])licati()n (d tlu' prinei})le of 
non-interference upon exchange transactions artificially stimulated 
by Central Banks. TIk' de(‘i‘'ion is not so simple as in the ease of 
direct purchases by Central Banks. It is dinieult to define a limit 
between measures t(‘nding to defend the (Vntral Banks’ own 
reserves and those tending to nttaek tlie i’es(‘rv(‘s of otlu'r (Vmtral 
Banks through the intiaanediary of the Foreign Fxchango market. 
The diirerenec is merely one of degree. It would Ix', n('verth(d(‘ss, 
possible to avoid by agreenuMit indirect interference with the 
reserves of other Central Banks in eases where the encoiirag(‘ment 
given by a Central Bank is os obvious as in that of the recent 
German gold withdrawals. Jb're, again, it is mainly ti'chnical 
])nints which will evcaitually haul to the ext('n>ion of onc' of the 
fnndanumtal principles of the post-war gold standard. 

Paul Einzig 


llECENT Ol'l'IfUAL PlJBLTrATfONS 

Tables and Diagrams relating to (he llnhher Indm^try. ((’md. 
8086. Gd.) 

These tables re])rosent part of the data collected by the 
Committee of Civil Besearch wliieli recently iiuestigated the 
working of the scheme for regulating the ex]x>rls of rubber fiom 
i\Ialaya and Ceylon. They give the more important oflieial trade 
statistics of the rubber industry during the jaist eight years, and 
the data thus colleetcd will be hel])f\d to those engaged in tlic 
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iiuiiistrv who are already acquainted with its history, methods 
and organisat ion ; anyone not possessing this knowledge, if ho 
would understand the problems of the industry, must seek further 
information. 

I’ho plantation rubber industry is a product of the twentieth 
century. In 1900 only a few thousand acres wore planted 
and a few tons were produced. The world was then using 
about 40,000 tons of dry rubber, and obtained its supplies, as it 
liad done for more than a century, from trees and shrubs growing 
naturally in the forests of 8outIi America and Central Africa. 
\\’ith a view to establishing a new industry within the Empire, 
the Eritish Covernment caused seeds of the Ilevea Brazilieims 
to be colk'cted from the Amazon V^alley. These seeds were 
germinated at Kew and the seedlings were sent to Ceylon in 1870. 
It is from these seedlings that the whole of the area planted with 
rubber in the East is derived, which area, at tlie end of 1920, 
extended to nearly 5,000,000 acres, and produced, in that year, 
nearly 600,000 tons of rubber. 

The British were the pioneers of the industry, but they were 
soon followed by others. The geographic’al distribution of the 
planted area, according to nationality of ownership (Table Til), 
shows that the British interest in the industry is still preponderant ; 
60 per cent, of the planted area being within the Empire, and a 
further 8 per cent, being British-owned in foreign countries, 
practically all of which is in the Netherlands East Indies. The 
industry, therefore, is a very important imperial asset. Table III 
also indicates clearly the impossibility of controlling supplies by 
voluTitary «action amongst producers themselves. Nearly 70 per 
cent, of the planted area is held in organised estates, largely owned 
by Joint Stock Companies, but of these only about 500 Companies, 
controlling about 30 per cent, of the jdanted area, are domiciled 
in the United Kingdom, whilst 30 per cent, of the planted area is 
owned by hundreds of thousands of small native holders. 

The remarkable development of the plantation rubber industry 
has synchronised with, and has been stimulated by the raj)id 
increase in motor transport. The Avorld registration of automobiles 
increased from about 20,000 in 1900 to nearly 9,000,000 in 1919, 
and to 30,000,000 in 1927. Considering the rapidity with whicli 
this new demand has arisen, together with the fact that from 
live to six years must elapse between the clearing of the jungle 
and the harvesting of the first commercial crop of rubber, and a 
further period of six years is required before the trees give their 
maximum yield, it is hardly surprising that the industry has been 
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subject to considerable lliictualions, but it is somewhat remark- 
able that the growth of the automobile industry, for which rubber 
is essential, has never been retarded for lack of supplies of this 
commodity. There are, however, other important causes of 
fluctuation. To-day 80 per cent, of the total (quantity of rubber 
absorlicd annually by manufacturers goes into automobile tyres 
and tubes. Improvements in the quality of the tyres, or in the 
surfacing of roads, which increase the mileage given by every 
pound of rubber in tyres, will have a serious and prolonged effect 
on the real consumption of rub])er. ^loreover, in times of rapidly 
rising prices, consumers of tyres are likely to buy ahead of their 
requirements, thus accentuating the rise, and in periods of falling 
prices they tend to delay buying new tyres, thus accentuating the 
fall. Wlien it is remembered tliat one spare tyre per automobile 
represents over 100,000 tons of crude rubber, the possibilities of 
wide temporary fluctuations are obvious. There is a further 
cause for price fluctuations. Between 75 and SO per cent, of all 
rubber produced is of standard quality; this has resulted in a 
highly organised market which offers attractive possibilities for 
speculative transactions. 

Having outlined the main factors affecting the industry, it is 
interesting to observe how these factors have influenced conditions 
of supply and demand since its inception. During the first ten 
years of the century the increasing demand for rubber for tyres 
and tubes placed a strain on the world’s productive capacity, and 
the resulting high prices caused a rapid extension of planting, 
esiiocially during the years 1905 to 1910. In the latter year the 
price was carried, largely by speculation, up to 12,y. lOd. per lb., 
and many new plantation com])anies were floated. During the 
next three years very large extensions ^^ere carried out and 
planting of trees in small native holdings was commenced, first in 
Malaya and afterwards in the Netherlands East Indies. From 
1914 to 1920 extensions of the planted area were carried out at a 
fairly uniform rate. The demand for rubber during those years 
was sufficient to maintain prices at a remunerative level, which 
gave the necessary encouragement to native i)lanting and ottered 
no obstacle to the (Completion of the planting programmes of 
estates drawn up in 1 9 1 0 to 1 9 1 2. ( I n 1 9 1 8, owing to the necessity 

for concentrating as much tonnage as possible in the North 
Atlantic, absorption by United States manufacturers was cur- 
tailed, large stocks accumulated in the East, and })riccs there 
slumped badly.) The effect of the war on the consumption of 
rubber varied in different countries. In the Liiiled btates the 
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resulting industrial activity and prosperity arising therefrom 
stimulated the motor industry; in the Allied countries the 
demand was also stimulated, but to a much less extent, and mainly 
for war purposes; in the ('cntral Empires supplies were cut off 
at the commencement of hostilities and the manufacturing 
industry there was definitely retarded. 

Tlie rapid increase in absorption of rubber during 1919 (vvdiicli 
was partly due to the under- absorption during the previous year) 
and the ])robability of still further increases during the succeeding 
years caused most of the large manufacturers, both in the United 
States and in the United Kingdom, to become apprehensive about 
their future su])plics, and large forward commitments wca'c 
entered into at tlie higher prices then ruling. Tlie decline in the 
value of rubber which commenced in the spring of 1920 was 
partly due to the general trade depression, but it was mainly due 
to the increased life built into the im})roved tyres them being 
])roduced, and it was acc entuated by the natural policy of tyro 
users in times of falling i)riees. The rate of inc^rease in the con- 
sumption of rubber was thus retarded, and there appeared a 
large gap between potential production and actual consumption 
which seemed likely to endure for a number of years. Various 
schemes for the voluntary regulation of output were considered 
in 1920 and 1921, but the multiplicity and diversity of ownership 
already referred to offered an effective obstacle to their adoption. 

By October 1921 all hope of voluntary action harl been aban- 
doned. Thousands of small native liolders in ^lalaya were faced 
w ith ruin ; the .Malayan finances w'cre in a sctIous condition, and 
there was the possibility of large areas of estate rid)ber being 
accpiircd by foreign interests at knock-out prices owing to the 
financial exhaustion of their existing owners. These factors 
induced the Government, wliich had hitherto refused to interfere, 
to appoint a committee under the Chairmanship of Sir James 
(afterwards Lord) Stevenson. Tliis Committee, after careful 
deliberation, recommended Government regulation of exports as 
the only means of providing an immediate solution of the ])roblem. 
But the manufacturers’ forecasts of the world’s recpiiroments for 
1922, which were considered by the Committee at the end of 1921, 
were so low that, even with the most optimistic view that they 
could reasonably take then, it seemed hopeless to adopt any 
scheme for Malaya and Ceylon unless the Netherlands East Indies 
co-operated. The Dutch were approached, but it was not until 
Augu.st 1922 that they finally refused to co-operate. By that time 
it had become clear that absorption was proceeding at a greater 
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rate than even the Committee antici})ateil, and as 90 per cent, 
of the British Companies operalinj' in the Xelherlaiids East Indies 
agreed to regulate their exports voluntarily in acc’ordanco with 
the proposed scheme, the Stevenson Committee revised their 
previous decision, and the Covernmcnts ot Malaya and Ceylon 
brought the scheme into force on the 1st November 1922. 

Ihe original scheme pivoted on an average ([uarterly price of 
l6*. 3d. per lb. for Standard C[uality Ribbed Smoked Sheet, London 
Landed tcnins. If the price were over l.s*. 3d. the (piarterl^'^ export- 
able percentage of Standard Production (approximately normal 
unrestricted output) was increased by 5, if over \s. Gd. by 10; 
if under l.s’. 3d. it was decreased by 5, unless it already stood at 60, 
when no further decrease could take place unless the price averaged 
less than is. The exportable percentage during the first quarter 
of the scheme was fixed at 60, and the subseipient exportable 
percentages and average quarterly prices are given in Table Xlf. 
The pivot price of Ls*. 3d. was fixed at tlie lowest figure which 
would preserve intact the world’s productive capacity whilst giving 
the maximum encouragement to further consumption. 

The introduction of the scheme was welcomed by the pro- 
ducers, but it aroused a great deal of antagonism amongst manu- 
facturers and others, es[)eciall 3 ' in the United IStates. This was 
all the more remarkable because the scheme, if properly made use 
of, was cai)ablo of ensuring a continuous supply of rubber at a 
comparatively low and stable price for a considerable period . The 
releases of rubber were largely in the hands ot the buyers, and had 
they regulated their buying policy more in accordance with the 
scheme, the price of rubber would never have lieen much over 
Is. 3d. During 1924, notwithstanding the steady reduction in 
world stocks, the price of rubber for one cpiarter averaged less than 
l6\, thus starting a further contraction in supplies. By the 
beginning of 1925 the exportable percentage stood at 50; stocks 
were low and tlie somewhat abnormal increase in absorption, 
owing to the adoption of the low-pressure tyre (wliich at that time 
required considerably more rubber than the corresponding high 
pressure tyre) during the spiung of 1925, resulted in a rapid decline 
in stocks, an increase in speculative buying, and a continuous 
rise in price until it reached 4.?. 6d. in July. After a decline in 
August, the price again rose, until it reached 4^. 8(/. in December. 
Manufacturers naturally put the blame on the scheme, and those 
who had not made forward contracts in 1924 at the low piices 
then ruling clamoured for larger increases in the expoi table per- 
centage. But for nearly three years producers in the restriction 
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areas had been working on a 60 per cent, basis, and their labour 
forces had been reduced to a minimum, as few of them could 
aiiord to accumulate, on their estates, rubber which they could 
not export. As the exportable percentage rose during the last 
half of 1925, a labour shortage developed, and this was not fully 
made up until the summer of 1026. Any drastic modification of 
the scheme in the summer of 1025 would have caused a scramble 
for labour and disorganised production, \Yithout adding materially 
to the supijlies of rubber. 

Up to the latter part of 1025 it had appeared that consump- 
tion would not overtake potential production until somewhere 
between 1928 and 1930. The rapid adoj)tion of the low-pressure 
tyre enhanced the estimates of future consumption and brought 
much nearer the probable date when a shortage might develop. 
Extensions to the planted area during the years 1921 to 1924 liad 
been carried out on a comimratively small scale, owing to the low 
price of rubber. The world’s potential output during the years 
1926 to 1930, therefore, would show only a small rate of increase, 
and any excess production during 1020 and 1027 appeared to bo 
insuflicient to replenish the depleted world stocks (on the 30th 
November, 1025, the London stocks were only 4,000 tons ; on the 
30th November, 1022, they had been nearly 70,000 tons). Such 
was the view generally held at the end of 1 025, when a long period 
of high-priced rubber seemed inevitable. 

At the beginning of 1926 more supplies became available on a 
sensitive market and the ]>rice began to fall. Resistance by tyre 
users to the high price of tyres developed, and was helped by the 
over-buying in 1925, by a backward spring and by ijitense pro- 
paganda in the United States against the “ British Rubber 
Monopoly.” Severe cuts in tyre prices were made, whicjh, how- 
ever, had little immediate effect on consumer resistance. Absorp- 
tion of crude rubber by manufacturers was reduced, stocks 
steadily increased, speculative selling sj)read. It then appeared 
that a contraction in supplies might again become necessary, but 
no substantial reduction in the exportable i^ercentage could take 
place unless the quarterly price averaged under U’. 3d. for a very 
considerable period. Manufacturers with the high-priced forward 
contracts which they had made in the second half of 1925 found 
themselves in a very serious position, even although the factors 
which had caused the fall in price might only bo temporary in 
their action. A revision of the scheme thus appeared to bo 
necessary. On the 1st March, 1926, the pivot price was raised 
from 1a\ 3d. to l.s. Od., and provision was made for the pciventago 
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to drop to 80 if that price were not maintained. Tlio following 
extract from a statement made by Mr. Amery in the Ifou.se of 
Commons on the 2na July, 1926, sets out clearly the reason lor 
the Government’s action. “ . . . For many months averagt^ 
prices were below this range {l6\ U, to hs\ Or/.), and when ulti- 
mately, some twelve months ago, a very rapid rise in the apot 
price took place, with a consequent upward movement in the 
prices at which forward contracts were arranf^ed, the conditions 
were such as to make it necessary to review the l)a.sis on which the 
scheme had been jirepared in 1922. In those circumstances it 
was decided by His Majesty’s Government that revision of what 
maybe termed the pivotal price range was ivcpiircd to bring tlie 
restriction measures more into line with actual conditions in th(‘ 
industry. At the same time, the concessions which have from 
time to time been made in the direction of increasing the assess- 
ments of standard production of estates in Geylon and Malaya 
have resulted in the increa.se of actual exports to such an (ixUuit 
as to require the provision of some more immediately eifcctive 
degree of restriction than was contemplated in tlu^ existing sclumie 
in the event of the average pri(‘e of rubber falling below the 
pivotal range.” On the 1st November, ll)2t), new regulations 
governing future releases and contractions were announced, witli 
the object of giving greater elasticity to the scheme. 

Meanwhile absorption had not shown the increase that was 
anticipated in 1925. Notwithstanding the great increase in the 
proportion of low-pressure tyres, the averages (juantit}' of crude 
rubber per tyro was the same in 1927 as it was in 1925, owing to 
improvements in construction, to the partial replacement of criuh^ 
rubber by reclaimed rub))er, and to the greater ust? of carbon 
black. It is not yet possible to measure the extent of tlu^ lau’ma- 
nent increase in the tyre mileage per ])ound of rubbt'r, as weather 
conditions from one year to another have a material inlliicnce 
on wear and tear. It is, however, clear that greater skill in 
manufacture of tyres has resulted in a siihstaiitial economy in 
the use of crude rubber in the last few^ years. 

During the year 1926 there were practically no restrictions on 
exports ; on the contrary, most estates obtained export riglits 
for more rubber than they could produce, and as these rights 
had an unlimited validity, they materially retarded the eliectivo 
working of the restriction scheme in 1927, especially as the expoit- 
able percentage was not allow'cd to fall below' bo. 1 lie average 
exportable percentage during 1927 worked out at (>1 per cent. (►! 
Standard, but owing to the utilL'^atiou of unused cxpoio iiubv>, 1 > 
No. 152.— VOL. xxxviii. ^ 
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smuggling, and to over-assessment of Standard Production, the 
exports from the restriction area were well over 80 per cent, of its 
potential output. The revised scheme had, therefore, no chance 
of operating elTectively during that year. 

Towards the end of 1927 the Malayan assessments wore reduced 
and steps were taken to suppress smuggling. Before those 
measures became effective, however, the British Government 
decided to abandon the scheme as at the 31st October next. The 
principal reason for withdrawing the scheme was that the British 
proportion of the industry was being sacriheed to non-British 
producers. It is true that tlie exports from the British Empire 
and from British estates in foreign countries fell from 75 per cent, 
of the total world exports in 1922 to 90*5 per cent, in 1020 (a year 
in which there was practically no restriction). In the absence of 
restriction in 1027 it would have remained at about this figure, 
provided that the price was still at a ])rolitable level. But the 
scheme had nothing to do with this fall in the percentage. Every 
pound of rubber exported up to 1927 came from trees planted before 
the scheme came into existence, and the decline was entirely due 
to the fact that the non-British areas in 1922 contained a much 
larger proportion of immature rul)ber. In particular the large 
areas of Dutch native rubber w(;re only (.‘oming into bearing in 
1920 when the slump supervened. Naturally the exports of this 
rubber would show a large increase even after allowing for smug- 
gling from Malaya. Moreover, the native taps much more drastic- 
ally than the European, with the result that he detains very higli 
yields during tlie first few years of tap])ing, but when his trees are 
from 8 to 10 years old their output declines rapidly, owing to bark 
exhaustion and disease, and new planting on a considerable scale 
is necessary to maintain their output ; the increase in the effective 
native areas, therefore, may not be so large as is fre(picntly 
supposed. The real criterion is whether, under the scliemc, non- 
Britisli extensions were being carried out on such a scale as to 
diminish seriously the British proportion of the industry. Unfor- 
iunatel}" it is not possible to give a definite answer to this cpiestion, 
because the effective native areas in the Netherlands East Indies 
are not known, but the figures published in Tables III, V and VIII 
indicate that the British proportion of the area under rubber at 
the end of 1926 was about the same as the Britisli proportion of 
the exports during that year. It follows, therefore, that up to 
the end of 1926, notwitlistanding the largo extensions stimulated 
by the abnormally high prices during 1925 and 1926, the Britisli 
pro])ortion of the industry had not shown any significant varia- 
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tion. If, however, the Government Iiad come to the conclusion 
that the I 5 . 9d. pivot price, which would have become really 
effective during J92H, would have encouraged Dutch native 
planting at a greater rate than British planting, the obvious remedy 
would have been to lower the [)ivot price instead of withdrawing 
the schoino and throwing the industry into chaos. 

The decision to abandon the scheme brouglit the price down 
to the bare average cost of 2)roduction, and so long as it remains 
at that level capital will not be available for extensions, the upkeep 
of which involves a heavy liability during five or six years, and the 
natives, whose planting operations appear to be largely dependent 
on the current price of rubber, will likewise cease to plant. 

It is impossible to forecast how long the industry will drift 
unprofitably, ])ut one thing is certain : stability of price over a 
period of years which the scheme made possible, and which the 
co-operation of the large manufacturers made probable, is now 
further off than ever. 

G. Rae 


Report of the Industrial Transference Board, (Cmd. 3156. 

83 pp. Is. G(?.) 

After a lifetime largely spent in denouncing the fatuities of 
Government publications , it is extremely pleasant to find a Report 
of a Board with which cordial agreement is possible. The three 
knights, Sirs Warrcui Fisher, John Gadman, and David Shackleton, 
have faithfully set forth the disagreeable fact and shown how the 
old well-tried remedy can be a])plied with the least possible pain. 

Tlie disagreeable fact is that the numb('r of persons accustomed 
to work in several staple industries in this country is largely — 
about 200,000, the Board estimates in excess of t he number which 
can be employed in those industries under the conditions which 
are likely to be pr(‘sent in the lifetime of the present generation; 
one of these conditions being that the price of their products 
cannot be much raised without knocking down the demand, and 
another being that labour in them ^vill not be forthcoming if the 
remuneration offered is not such as to put those who perform it 
ill a position which on the whole is approximately equivalent to 
that occupied by other branches of the same grade of the working 
class. 

The old and well-tried remedy for such a state of things is 
transference of the surplus workers from the trades, and if 
necessary from the places, in which thesy have been v.^oiking. 

Y Y 2 
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Hero the Board are confronted with the popular belief that no 
trades or places liave any room for additional workers, and they 
evidently find some difhculty in coping with it, as well they may, 
since no economist has yet dealt really well with the idea of demand 
for labour in general. They arc obliged to content themselves 
witli pointing out (1) that the existence of some unemployed is no 
proof that there is no unsatisfied demand for labour in the same 
area, (2) that 120,000 (gross) new engagements of workers arc made 
every week, (3) that 850,000 (net) additional workers have been 
taken on in four years, and (4) that the number of young recruits 
is about to diminish owing to tlic great decrease in tlie number of 
persons born . The second of tliese arguments seems fundamentally 
weak, since the existence of a h<‘avy turnover cannot prove tlie 
ease of increase ; and the third and fourth arguments look like a 
gallant attempt to run witli the hare and hunt with the hounds, 
since, while the third suggests, what i.s true enough, that an 
expanding population finds employment for itself, the fourth 
suggests that it is easier for a stationary population than for an 
increasing one to find employment for itself apro 2 )ositionwhichis 
certainly unproved and probably untrue. 

Possibly the Board would have done better to say that to 
question the existence of vacancies for new worluu's because you 
cannot see them is rather like questioning the growth of trees 
because you cannot see the additions to heiglit and width and 
girth before they are there. Thirty years ago there was no 
employment in the manufacture, repair, nuiintenance and housing 
of motor vehicles. Hundreds of thousands of vacancies for new 
men and boys in this ernjdoyment have since then come into being 
and been filled uj) without their existence being in any way forced 
on our attention. Asked at any moment during the intervening 
I)eriod how many vacancies they had, the works and garages 
already at work would almost all have re 2 )lied “ Nonc,’^ and those 
not yet started could not have been asked. Yet the ex 2 )ansion 
went on ; and if in a case of such extraordinarily ra 2 )id ex 2 ^ansiou 
vacancies for additional workers are scarcely visible, how are we 
likely to see them where the rate of ex23ansion is very much 
lower, though it may be still far above that of the growth of 
population ? 

Pro 2 )erly convinced, even if by somewhat inefficacious argu- 
ment, of the fallacy of the 2 > 02 >ular ‘‘ lump of labour belief, and 
holding rightly that while the demand for any particular kind of 
labour is always strictly limited, the demand for labour in general, 
properly distributed, is unlimited except by the supply, the Board 
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address themselves with confidence to the difficulties of the 
particular transference required in the case before them. 

The most obvious of these is the fact tliat if much suffering is to 
be avoided, a very large transference must be effected quickly. 
Figures put forward by the Board somewhat diminish the dis- 
couraging effect of contemplating the transference of 200,000 per- 
sons. In the twelvemonth preceding August 1, 1927, 30,000 men 
over eighteen left the coal industry to go to other industries ; 
17,500 of these, it is true, were replaced by the entry of men over 
eighteen from other industries, but from the date mentioned tlie 
entry of such men has been stopped altogether by an agreement 
made between the Mining Association and tlie Ministry of Labour. 
And further, in the same twelvemonth natural wastage by death 
and retirement was 56,000, while tlie young recruits only 
numbered 40,000. 

It certainly looks, therefore, as if no impossible increase of 
movement out of the trade and no incredible decrease of boys 
entering it are required in order to make the required reduction 
of personnel in about three years. But it must be Dunembered 
that in every occupation there is a fringe which is exceedingly 
mobile, and that mobility diminishes as you cut further and fur- 
ther into the mass . Accordingly, there is danger of the transference 
of the second quarter being more difficult than that of the first, and 
so on till at last a very immovable rump is reached. Moreover, 
in regard to mining there is the further consideration that not only 
must the personnel of the whole occupation b(* reduced some 
20 per cent., but the personnel in some particular areas must bo 
reduced 100 per cent. Where a trade is widely spread, a great 
reduction in the total number of persons employed in it can often 
be effected without many of tluun moving their residence from 
(me place to aiujther. But when a mine or a group of mines, not 
situated in a district thickly pccjpled because of the presence of 
other industries, is shut d(jwn, tlie whole of those employed, the 
least mobile as w’oll as the most mobile, must change their residence, 
even if some escape, by transfer to other mining areas, the 
nccc!?sity of changing their occupation as well. 

Resistance to movement may be intensified by injudicious 
measures which, as the Board put it, “ tend to anchor men to 
their home district.” Relief works in the depressed areas are 
a negation of the policy which ought to be pursued ; if there are 
to be relief works at all, they should be elsewhere, so as to draw 
the unemployed from the depressed areas into others where there 
is some chance of permanent employment. 
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“ Similarly, the interests of the unemployed surplus in ” the 
depressed “ areas require that the administration of poor relief 
and of unemployment benefit should not become an artificial 
barrier to the movement of labour. Jn areas where regular work 
in tlie future for a large pro])ortion of the unemployed is an 
impossiblity, it is essential that the economic stimulus towards 
transfer to another area to earn a livelihood should not be arti- 
ficially weakened.” 

Pressure of this kind can be assisted in its action by direct aid 
to transfer to new employments and new places of njsidcnce. The 
training centres help the first of these movements, and pecuniary 
advances made by the labour exchanges the second. 

But the Board’s greatest hoj^e seems to be in its more novel 
])roposal, for a vigorous propaganda or “ publicity stunt ” as the 
irreverent might call it, among employers of all ])laces and classes 
in the country, ^riic Government and everybody else is to join in 
impressing on employers that displaced miners are strong and 
intelligent men, capable of doing almost anything well, and only 
addicted to bolshevism when badly treated or left to starve at 
derelict pitheads — and that they can be got on application at the 
nearest Labour Exchange. Advertisement often lias its comic 
aspect, but it has its uses, and never was put to a better one than 
this. At the monumt of the writing of the present notice, the 
Board’s plan seems to be meeting with very considerable 
success. 

Towards the end of their Report the Board show signs of 
irritation with the policy of the overseas British dominions, which 
seems, while professing eagerness to receive more Jhitish immi- 
grants, to discourage them by multiplicity of requirements. Why, 
for example, should an intending emigrant to Australia or Canada 
be asked his religious denomination, and in case of Canada b'‘ 
further assured that “Protestant” is not sufficient; “actual 
denomination must be given, i.e. (’hurch of England, Roman 
Catholic, Wesleyan, etc.” But the Boards’ criticism scarcely 
goes to the root of the matter, which is to be looked for in the 
curious belief that the market for agricultural labour and pro- 
duction is unlimited and that for other labour and production 
strictly limited. \Vi^h population slackening and agricultural art 
greatly improving, more agriculturists are not really wanted in 
the world at large or the British dominions in particular. And no 
dominion can encourage the immigration of agriculturists by 
protecting (the dominions do not yet, I think, translate the word 
into “ safeguarding ”) its manufacturers, and thus making its 
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agriculturistB pay more than they need for the things they 
want. 


Edwin Cannan 


Report of the Royal Commission on Agriculture in India, 1028. 

The Report of the Royal Commission on xAgrienltnre in India 
may be said to be one of the most complete oHicial documents 
that have been issued in recent years. The lle])ort covers nearly 
600 pages and makes 616 recommendations. In addition there 
are fifteen Blue-books of evidence and, for a wider public, an 
abridged report of ninety pages. Royal Commissions liave 
rendered great services to rural India, such as the* Famine Com- 
missions of 1880, 1898 and 1901, and the Irrigation Commission 
of 1903. The Royal Commission under the chairmanship of the 
Marquis of Linlitligow is no exception. Its Report is a document 
which no student of rural economics can afford to neglect. 

The terms of reference \vere, “ To examine and report on the 
present conditions of agriculture and rural economy in British 
India, and to make recommendations for the improvement of 
agriculture and the promotion of the wedfare and ])rosperity of 
the rural population; in particular to investigate: (a) the 
measures now being taken for the promotion of agricultural and 
veterinary research, experiment, demonstration and education; 
for the compilation of agricultural statistics ; for the introduction 
of new and better crops, and for improvement in agric\iltural 
practice, dairy farming and the breeding of stock ; {b) the existing 
methods of transport and marketing of agricultural produce and 
stock; (c) the methods by which agricultural operations are 
financed and credit afforded to agriculturists ; (d) the main factors 
affecting the rural prosperity and welfare of the agricultural 
population; and to make recommendations.” It was not within 
the scope of the Commission’s duties to inquire into the existing 
systems of landownership and tenancy or th('. assessment of land 
revenue and irrigation charges or the existing division of funds 
between the Government of India and local governments. 

It is impossible here to deal, except in barest outline, with the 
recommendations of the Commission, ’rhe problem is not a 
simple one. It affects a population of more than 250,000,000, and 
nine-tenths of the total population live in villages, the remaining 
tenth in towns. The number of persons in the last (1921) 
Census who were literate, i.e. in the sense of being able to write a 
letter in any language and read the reply, was 22-6 millions onl}^ 
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or, excluding cliildren under five, 8*2 per cent, of the population, 
'i’he percentage of literacy among the total population of twenty 
years and over is but 17*1 for males and 2 for females. For 
this reason alone it is not surprising that the average standard of 
production and tlie general level of rural welfare are lower than 
the standards pre vai 1 i ng in most, if not all, other countries. There 
are, however, other factors. Indian veneration for the cow has had 
very startling economic results. The annual economic loss caused 
by 25,000,000 superfluous cattle is £117,000,000, or more than 
four times the land revenue. “ Call it prejudice, call it passion,” 
said a Hindu to Miss Mayo in Mother hid in, “ call it the height of 
religion; but this is an undoubted fact, that in the Hindu mind 
nothing is so deep-rooted as the sanctity of the cow.” There is 
also among Hindus a great reluctance for religious reasons to kill 
any animal, and thus the animal world is not kept in its place and 
it competes with man for the produce of the soil . An expert before 
the Commission estimated the average loss of grain, fodder and 
fruit crops from the depredations of animals, mainly pigs, monkeys, 
peacocks and porcupines, to be from 10 to 20 per cent, of the total 
yield. It must be left to Hindu theologians to discover a solution 
of the conflict between economics and transmigration . Economics 
and religion are closely interwoven in India to-day, and form a 
great contrast to the picture described by Mr. Keynes in his 
Short View of liussla when he speaks of modern capitalism in the 
West being “ absolutely irreligious, witliout internal union, 
without much public spirit, often, tliough not always, a mere 
congeries of possessors and pursuers.” Mr. Keynes adds, ” One 
begins to wonder whctlier the material advantages of keeping 
business and religion in dilTerent compartments are sufficient to 
balance the moral disadvantages.” 

The Commission points out that there are other factors more 
easily removable, viz. wastage from disease, such as malaria, 
plague, cholera and hookworm, and from diet deficiency. There 
is the recklessness of the village borrower, who accepts indebted- 
ness as a settled fact. There is the process of subdivision and 
fragmentation of holdings, which reaches such a pitch that many 
tillers of the soil can hardly exist on uneconomic holdings. Sub- 
division is mainly due to the laws of inheritance amongst Hindus 
and Mahomedans, and fragmentation to the method by which 
these laws are carried out. The Commission does not accept the 
view that the soils are undergoing a progressive decline in fertility. 
A balance has been established, and no further deterioration is 
likely to take place under existing conditions of cultivation. 
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Farmyard manure is to a large extent lost to agriculture by being 
made into cow-dung cakes for domestic fuel. 

The great aim, according to the Commissioners, is a sound and 
well-organised co-operative movement based uf)on “ tlio careful 
education and scientific training of the villagers themselves.’* 
The key is the introduction of compulsory primary education, to 
be measured, of course, in decades. It is education that will no 
longer make the life of man “ poor, nasty, brutish and short.” 
The cultivator must be taught to lielp himself if ho is to escape 
from the embarrassments due to ignorance, thrift-lessness, and 
the lack of the will to live better. In the words of the Com- 
mission, “ no substantial improvement in agriculture can be 
effected unless the cultivator has the will to achieve a better 
standard of living and the capacity, in terms of mental equipment 
and physical health, to take advantage of the opportunities which 
science, wise laws and good administration may place at his 
disposal.” 

The agricultural question is in some senses a financial one. 
Under the Reforms agriculture is a matter for the provinces, and 
the Central Governmemt retains only central agencies and 
institutions for research. Provincial governments are spending 
on agriculture less than one i)er cent, of their revenue, although 
that industry engages tiii’ce-fourths of the population. Con- 
stitutional changes have retarded rather than advanced the 
application of science to industry, and the Comn\ission has 
recommended the creation of a Council of Agricultural R(\search 
of thirty -nine members, three of whom would be whok^-time 
members, to promote and co-ordinate research. This Council 
should be entrusted with the administration of a non-lapsing fund 
of £375,000, to which additions from time to time should be made 
as financial conditions permit. Jn the provinces provincial 
research Committees should also be establislied. ” Jf the inertia 
of centuries is to be ove*rcoine, it is essential that all the resources 
at the disposal of the Htate should be brought to bear on the 
problem of rural uplift.” Jt is impossible to deal in this note on 
the detailed recommendations on agricultural practice, on com- 
munications and marketing, on the great iinjiortancc given to 
full and accurate statistics iiudcr an expert department. 1 he 
Commission is satisfied that, given the opportunity, the cultivator 
will be willing and able to apply progressively the service of 
science and organisation to agricultural produefion. 

G. Fin OLA V Shirras 
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Committee on Industry and Trade. Survey of Metul Industries, 
with a Chapter on the Coal Industry. (Stationery Office, 
1928. 05.) 

This volume, issued by the Balfour Committee, is a handbook 
of reference on particular matters of technical process and general 
organisation, similar to the volume on the Textile Industries which 
was reviewed in our last issue. Many of its larger conclusions 
were anticipated in the volume on “ Factors in Industrial and 
Commercial Efficiency,” published last year. What is of main 
interest to economic students in a study like this is the test or 
verification, in some cases the amplification, of theoretical ex- 
positions. For examine ; a relation is shown between repre- 
sentative conditions of production and the rate of change in 
technical process. A new technical process connot bo launched 
at once by new producers on the most efficient scale of exploitation, 
so that even with good management what is representative is 
largely a question of what may be called the phase of organisation 
in relation to time and invention. When processes are liable to 
fairly rapid change, the capacity which is immediately most 
economical may not be the best capacity to instal. The phase may 
also be a question of localisation, at a time when technical pro- 
cesses, working largely through the factor of freights, arc slowly 
leading to shifts, accompanied perhaps by integrations. A 
distribution of costs relative to such aspects of the phase of pro- 
duction is relevant to the particular expenses line. Again, a 
great “ external economy ” for an industry may begin as the 
internal economy of certain producers, reacting on the whole use 
of materials, even if the new process remains for some time a 
monopoly ; as in the release of the pressure on ore supplies after 
the discovery of the basic process. Further, a large volume of 
production may be so articulated with special processes that it 
becomes necessary to observe how far changes in the marginal cost 
do not cover intra-marginal products, which are often sold on 
special conditions. This explains, to a considerable extent, in 
iron and steel and in coke the persistence of units of relatively 
small capacity. Some further verification is given to the causes 
making for and against the integrations which are a special 
feature of iron and steel. Apart from technical reasons, which 
would not apply to other industries, the security of supplies is 
given shnpliclter as a reason for this tendency; it is a fact of 
administration. There is a notable verification (p. 29) of Mar- 
shall’s analysis as regards the economic limits of scale of produc- 
tion. The volume enables the student to perceive the working of 
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two sets of forces which depend on two kinds of units ; the forces 
of specialisation realised in what may bo called the unit of process, 
and particularly observable in this group of industries ; and the 
forces of integration, depending on the unit of enterprise; the 
interactions of these two being the condition of the organic 
evolution which Marshall and others liave heoti so prone to stn'ss. 

J). H. M. 


Guide to Current Official Statistics. Sixth Vohone. (Stationery 
Otlice. Pp. 288. l.s.) 

The central feature of this Cuido is a (hdailed subject index 
constructed on novel lines to enable the in(|uirer to discover in a 
few minutes not only whi<‘h publications contain statistics bearing 
on his subject, but also their precise scope and the dates and 
localities to which they relate. 
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The following ha heen admitted to library membership : — 

Bibliothequo de i Cornmis.sion Cent rale do Statistique, 
Brussels. 
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We record with regret the d('aths of the following members of 
the Society : — 
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Dr. J. II. Claphaiii, F.B.A., Fellow and lately Tutor of King’s 
College, Cambridge, has been elected into the newly established 
Professorship of Economic History in the University of Cam- 
bridge. 


The International Union for the Scientific Investigation of 
Population Problems, referred to in the last issue of the Economic 
Journal, has now been detiniU'ly founded. The British National 
Committee consists, at presiuit, of Sir Bernard [Malh^t (Chairman), 
Professor Bowley, Dr. R. A. Fisher, Captain Bitt- Rivers, and 
Mr. Eldon Moore (Hon. Secretary). Applications for member- 
ship (subscription £1) should be addressed to Mr. ]^]ldon Moore, 
c/o the Eugenics Society (who are giving oflice accommodation) 
20, Grosvenor Gardens, London, S.W. 1. 


Our Japanese Correspondent writes : — 

“ The incessant fluctuation of the yen exchange and the 
consequent uncertainty felt by both domestic and foreign traders, 
seem to have awakened the nation to the necessity of the re- 
moval of the ban on gold exportation. Although the mind of 
the Government is not yet made up, the cry for immediate 
abrogation of proliibition is now becoming louder. 
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“ In order to increase the number of labour members in the 
Diet, and to gain influence in practical politics, the movement for 
the amalgamation of various labour associations is gaining ground, 
although difficulties arc being found in bringing the left and right 
wings into line. 

“ Rice being the deciding factor in Japanese economy, the 
prospect of a good harvest is telling favourably in every way. 

Currency Admin i.sfrai Ion, by Mr. Fukai, the vice-president of 
the Bank of Japan, is regarded as one of the most valuable 
publications of the day. It is divided into fifteen chapters, 
including principles and administration of currency, interest, 
credit and note issues, specie kept abroad, foreign exchange and 
other related subjects. Being carefully written by a well-known 
financier, whose long services in our Central Bank and whose 
practical ability as a banker are w'idely admitted, the book is in 
favour not only among men of science but also among those in 
practical business. Success is thus assured, espeeially when we 
consider its low price (3i yen) in si3ite of its being a big volume of 
pages.” 


Members are asked to note that the title of Special Memo- 
randum No. 10, “ Report on Current Economic Conditions, 
Octoljer, 1028,” was inadvertently misprinted on tlie cover as 
.M(‘fnorandum No. 11. 
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Journal of the Royal Statl,sfical Society 
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An investigation of the finance of tlie jK'riod siii(?e 11)22, including 
a positive analysis of tiic relation of tlic Bank to the Money 
IVIarUet. Vital Reyist rat ion in huropc. P. (r. Mooe. An account 
of the development of oflicial statistics in various countries, with 
comments on difiorences in Continental praet ice. Wholesale Prices 
of Cornmodilies in 11)27. The Editor of tlu^ Statist. 

Vol. XCI. Part IV. Cost of Liviny of a Sample of Middle-class 
Families. D. C. Jones. Some Further Inquiries hq Sample. 
J. fflLTON. A discus.sion of the statistical j)rohlenis ami lessons of 
four recent inquiries by sample into the circumstances of 
unemployed persons. 


Socioloyical Review. 

July, 1928. The Mobility of Labour in Liverpool Industry. C. J. 
Robertson. 

October, 1928. A Comparative Study of Unemployed and Employed 
Boys. 1). E. R. Hughes. 

Quarterly Journal of Economics (Harvard). 

August, 1928. The Rate of Interest, the Bank Rate, and the Stabilisation 
of Prices. G. Cassel. It is argued tliat inlert'st is a price, and 
has an “ equilibrium rate.” It should be the aim of bank policy 
to keep prices stable, and this implies lending at the equilibrium 
rate. Departure from this rate is shown by changes in prices, 
and by nothing else. These considerations are applied to tlu' 
administration of the gold .standard, and to the problem of 
lluctuations. In the latter case, if bank rate is rationally 
administered, ” our future is not determined hy mathematical 
curves, but by our own intelligence and will.” ('ost and its 
Relation to Value. A. E. Munroe. A new examination and 
classification of costs, with some criticisms of Marshall’s demand 
and cost schedules. Cyclicul Fluctuations in Aynculture and 
Industry in Russia. 18()9 -I92fi. S. A. Pervusiiin. Borrowed 
Reserves and Bank Expansion. J. S. Lawrence. On what basis 
can a particular bank expand it.s loans with an addition to its 
reserves '( Under exceptionally favourable conditions the maxi- 
mum expansion, according to the existing ratio of re.serves, is 
possible for particular banks as well as for the system as a whole. 
But “ there may be t imes when expansimi in exc(‘ss of an increase 
in reserves is impo.ssiblc,” though there arc ext remc cases. Normal 
ratios of expansion are developed, and it is concluded that such 
ratios “ give scant comfort to those who contend that credit may 
be controlled by (i manipulation of the discount rat(L The Place 
of 31 ill and of Owen hi the History of English Eeo- Malthusianism. 
N. E. Himes. The Colwyn Committee and the Incidence of Income 
Tax. An examination of the argument ami of Air. D. H. Robert- 
son’s criticisms. 
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Review of Econotnic Statistics (Harvard). 

August, 1928. The Course of Stock Prices 1825-66. A. H. Cole and 
E. Frickey. Based primarily upon railroad stocks which, 
apart from public lands, were the sx)ecial channel of speculation. 
Other securities “ show movements restrained or quixotic when 
compared with the more striking course of railway shares.’* The 
t 3 ^ical movement of railroad indices consists mainly of “ long 
swings extending over a decade or more,” though there are im- 
portant geographical variations. Regional Business Comlitions : 
a Study of Bank Debits. A. M. Matthews and A. R. Eokler. 
There is close economic relationship between the dilTercnt Federal 
Reserve districts, as shown by fluctuations; the figures for 
agricultural districts show a substantial improvement in recent 
years ; the recurrent fluctuations arc less marked in bank debits 
than in basic production. Review of the Secomi Quarter of the Year. 

Annals of the American Academy of Political and Social Science. 

{September, 1928. Stabilisation of Commodity Prices. This series of 
popular articles is contributed by economists, industrialists, 
accountants and bankers. The scope may bo indicated by the 
sub-titles on Stabilisation by Co-operative Action (especially 
statistical co-operation), The Individual Firm and Stabilisation, 
General Factors affecting Stabilisation; and there is a valuable 
Supplement on the special question of Public Construction and 
Cyclical Unemployment, in which the i)roblem is quantitatively 
handled by an estimate of relative amounts of public and private 
construction. The conclusions of this Supplement deserve 
attention. 

Americaii Economic Review. 

September, 1928. McNary-Haiujeti Movement. J. D. Black. An 
account of the history and prospects of the proposed measure of 
rehef to agriculture, with some analyses of the operation of the 
equalisation fee. Revenue Act of IQ2S. R. 0. Blake Y. Inductive 
Evidence on Margimil Productivity. J. M. Clark. A discussion of 
the important statistical paper of C. W. Cobb and P. H. Douglas, 
whose Theory of Production is amended and elaborated. Plight 
of Lancashire Cotton Industry. B. Dietrich. Measuring the 
Accuracy of Prediction. R. H. Rowntree. A discussion of the 
“ more common measures of accuracy, together with some com- 
ments on their limitations and interpretation.” Criticism of 
“ Economics of Business Fluctuation ” in the United States, 1919-25. 
R. J. Watkiks. 


Political Science Quarterly. 

September, 1928. Land Income. R. T. Ely. A criticism of the view 
that income from land is analytically different from other forms of 
income. 


Journal of Political Economy (Chicago). 

August, 1928. Nationalism and Economic Theory. J. E. Moffat. 
Economic Effects of Black Death. H. Robbins. Sixty Years of 
Branch Banking in Virginia. G. T. Starnes. Economic 
Sectionalism in Canada. W. A. Robinson. Correlation between 
Prices and Yields of Previous Years. V. P. Timoshenko. 
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Whe(tl Studies of the: Food Research Institute (Stanford University, 
California). 

August, 1928. Ex-European Trade in Wheat and Flour. Asiatic 
imports of wheat are becoming increasingly important and arc 
likely to increase still further. W'ithin a decade or so tlie v\- 
Kuropoan trade may amount to as much as a fourth of the 
international trade, as contrasted with an eighth before the war. 

Skptkmbkh, Survey of the Wheat Situation, April to July, l‘.)2S. All 
the important wheat producers in tlu‘ Xorthern Ilernisphcn^ 
except India now apjjear to have harvested crops of aveiage 
size or better. Exclusive of Russia, ('hina and Asia Minor the 
Northerji Hemisphere crop is apparently the largest since the 
war. The data suggest that a world wlieat price level the lowest 
since 1917-24 seems lik(4y to prevail in the coming months. 

Journal des PJeonomistes. 

October, 1928. Im hi des assuranres ,<iOciales el ses diverses reper- 
cussions. R. Hubert. La rthalnlilation de Cor. P. C.\uboi]K. 
U Europe el le Prolectionisinus. L. Chatin-Ollier. 

Revue de VInslitut de Socioloyie (Brussels). 

Abril-June, 1928. Le systeme inotuitaire anylais. B. S. Ciilevneb. 
A fully documented historical account. 

Revue d* Ulconornie Politique, 

i\rAY-JuNE, 1928. La France Rconomique ; annuaire pour 1927. 
Annual review of population, finance, profluetion, labour, etc., by 
various writers, 

July- August, 1928. Le Conseil national konomique. fb (Jioe. A 
critical account of the ])roposcd Economic C'ouncil, whicli would 
replace the Ponseil du Travail. IJn thdorir. de I'inJIation de rn'dit 
comme substilui d la thkrie quantitative de. hi 7nonnaie. \ . Mild- 
.senun. Argues that a special eau.se of high ju’iee.s exists wlieii 
public loans are u.sed to pay inten^st on existing debts. La loi des 
rendemenls non proportionncls. P. Fro.mont. An historical 
account, showing the extension of the scope, of (lie law of marginal 
returns. Le syndicalisms fuse iste. E. Perroux. 

V ierteljahrshefte zur Konjunlturforschung (Berlin). 

Sonderheft 9. Der Trend. V. Lorenz. A mathematical study of 
methods of determining and eliminating Trend. 

Zeitschrift fiir die gesamte Staaiswissenschafl (iubingen). 

8o Band, 1 Heft. 1 ntegraiionslehre und Staatsrecht. E. Tatarin 
Tarnheyden. Deals with the political theory of Rudolph Smend. 
Anmerkungen zu Werner Sombarts “ Hochkapitalismus. A. 8alz. 
Qualitative und quantitative Konjunkturforschung. 0. I\1orgen- 
STERN. A review of Mitchell, Pigou, and Snyder. Soziale und 
politische W issenschaften in Ainerika. R. Miguels. Kartelle 
und Stmt. G. Lucas. A review of Lehnich’s recent book, ])y the 
President of the Reichsivirtschaflsgericht. 

No. 152.— VOL. XXXVITI. z 
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85 Band, 2 Heft. Bliite und Niedergang der Florentiner Tuchindmtrie. 
K. Davidson. SIiows the capitalist character of Florentine 
industry in the early Middle Ages. Anmerkungen zu Werner 
Sombarts “ Ilochkapitalwnn^.'* A. Salz. Basse %ind Becht. H. 
Liermann. 


Jahrbiicher fiir N alionalokonomie und Statistik (Jona). 

July, 1928. Zum Verhditnis der neueren W irtschaftstheorie zur 
PsuchoJogic. J. Back. Das Agrarproblem in Argenlinien. J. 
Jessen. 

August, 1928. Das Agrarproblem in Argenlinien, IT. J. Jessen. 
Die intennedidren Finanzgewallen und ihr Einjluss auf Deutsch- 
lands Jinanzielle Belasiung. F. K. Mann. 

Sei’TEMEEK, 1928. Teleologische und technologische W irtschafts- 
auffassung. W. WEDiiiGEN. Beslimmungen des Wirtschaft- 
Uchen Gleichgeirichls der Giiterumicamllungen. A. Pietut-Tonellt. 


Archiv fiir Sozinhvissenschafl und Sozialpolilik (Tubingen). 

August, 1928. Die Freisdynamik der industriellen und landicirt- 
schajtlichen Waren. (Zurn Problem der relativen Ih/namik uyid 
Konjunktur.) N. I). Kondratieff. This is an important artich^ 
dealing with the relative price movements of industrial and 
agricultural goods in England and U.S.A. from the end of ilie 
eighteenth eiuitury. 1'lie major problem is to discover why there 
is a pormanent tendency to falling prices for industrial goods in 
both countries, and for agricultural goods in England, but no such 
comparable fall in the prices of American agricultural products. 
This is discussed in relation to general i>riee. mov(‘ments, and to 
special conjuncture periods. The main cause is seen to be th(^ 
movements in real costs of production, due outstandingly to 
technical progress and increased productivity of labour. The 
minor problem is to show a close correspondence between long 
waves of price movemcnt.s and the secular trend. Coineidcntly, 
acute and subtle arguments are used to discredit the ordinarily 
assumed effects on prices of such causes as movements of gold : tlu; 
argument.s, although interesting, are ])ro vocative. Wohlsiands- 
index und sozialer Wohlslan/l. M. Elsas. Die AngesteUfen- 
bewegung nach der W dhru ngsshibilisierung . .Dr. (Kroner writes an 
informative' article de.scribing the progress, present position and 
future ])ros])ects of labour movements in Germany, and refers 
])artieularly to the effi'cts of stabilisation. Thus, while the 
mov'cments are partly the outcome of concentration and rationalis- 
ation, ciuTcney <le])reeiation, unemployment and the resulting 
accentuation of class rivalry have ha<l .strong stimulative effects. 
The constitution and policies of the large unions are di.scusscd, as 
w(‘ll as the relations between them. Interesting information is 
givc'ii respecting the length of the working day, holidays and the 
})rogress of insurance. The article may usefully be read in con- 
junction with Mr. Guillebaud’s recent work on the German Works 
Council. Die Stellung der deutscfien Sozialdemokratie zu^ den 
Frngen der ausu'drligen Polilik. M. Victor. Internationale 
IJ herein kominen heir, die Sozialversicherung. H. Feiilingeb. 
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Srhmolkrs Juhrbuch (Muiiicli and Leipzig), 

FEJinUARY, 1!>28.^ Frohyomum zii finer Tlienrie. ikn Geldmarl-ka. 
K. Singer, lliis article is ins])iml by the e()nsj(l(*rati()Ti of a recent 
work by Hahn, a banker, who objects to f lie economist’s definitioii 
of money and capital markets. Instead H.ihn pivfers to distiiiLmisli 
between the kind ” of money dealt with on the Stock Exchaiifre 
as compared with the remainder of tlie capital market. T)r. SinLr(T 
objects to the now' classification and atlem|)ts to show' that it is 
immeritcd. “ Thmrttifiche ” utui “ hisloric/ie ” \\)lkstrirlschnftslchre 
roni hmligan Stand dcr Farschumj. 1 [. W'aoen t eiiR. Znr logMien 
Grvndkgiuijj dtr 'pralisclieii Wirtschajtfiwissuxschajt. W. Wed- 
niGEN. Aims at classifying the n^levant scope, aims and suliject- 
matter of the various divisions of economic sci{‘nce. An attempt 
is made t(* sliow the interrelation between these divisions, viz. 
I heorc'tical, Ajiplicd, National and Financial economics. Rogev 
IF. babsoida Rmhachlangm-rjahren dvr u-irlsvhnfHivhc.ii Wvvhsd. 
lagen. (k Flausino. Die heutige Luge dvr lirilischoi Eimi- 
bahnen. F. Never. 

.June, 1928. Vom Ihmndaat zum W ofdfahrUdaat , V. Kek.n. 
Makes a survey of the various kinds of State from the tifth century 
onwards, and the piineii'.al attributes and fc'atures of each. The 
article concludes with a critical appraisal of the modern d(‘mocratic 
State. Oeidigv iind 6L'0}ioinii^('he (JrundUtgvn des Rolschv.u'isinus. 
H. JijROEN SERAriiiM. Ziir Reform dc.v Bildnngm'VfiV)m dvr 
Jitnsfen \ind VoUcHwirte. P, Bkuck. LandirirMiaft uml Agrar- 
krkc in FrankrcicJi, A. Bi;r(;stk\szkh. A very detailed summary 
of post-war conditions in French agriculture, including an 
interesting estimate of world factors and their intluonce on France’s 
jjo.sition. There is a good critical account of the present crisis, as 
well as a comparison between |)resent-day agriculture and industry. 
Eui Ansschuz fiir Bcgriff- nml Xomtnfor.schung auf dvm (ivtdete dvr 
Soziologie. H. L. IStoi/i'Enheuo. Ab/crc. JnduAricUlvralur. 11. 
VON JiEOKERATIl. 

Augu.st, 1928. Die ehvlirhe Fruvhtbarkvil in Deuti^vhland. Dr. 
'I’oNNlEs contributes a statistical survey of marriage f(Ttility in 
Clermany, with special reference to 1991, 19111 and recent years. 
Ho scvdvs an e.\planation of the ]>arado.\ of an increased number of 
marriages and fewer chihh'cn. T’his is found in tlu' changes of the 
ages of married jicrsons. Zjur Meihode dvr v.xartvn und hislorisvhen 
Xationalofconomiv. L. Sommer. Die irirt'irhaftspvdHisv.lien Slro- 
mungen dvr (Jegenwurt. (k Lorenz. Stnfttsrvfcrcndar und Slant- 
sassessor. J. Schumveter. EuropnischeZolliinwn. Dr.Weiirle 
reviews a .symposium by twenty-two writers, none of whom arc 
well known. He finds a few' of the ciuitributions to be of real 
interest, notwithstanding the exprcs.sion of directly conflicting 
views. 


W eUn'irtschaflUches Archiv (Jena). 

October, 1928. Die Wandlungvn der Kapitalismus. W. Sombart. 
Internationale IndudrivhirkUe. P. Berkenkopf. A positive and 
descriptive study, leading to few general conclusions. Die 
dkonomische Natur der bduerlichen W irtschajl. C. A. Mi'JDENSKY. 

z z 2 
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Oiornale Degli Economisti (Rome). 

July, 1928. Prime linee di poliiica agraria negli scritlori Veneti 
d'agricoUura del secolo XVIII. F. Luzzatto. Conalderazioni 
sui “ barometri ” economici. C. Brksctani-Turroni. The last 
of a series of tlireo important articles on the value of economic 
barometers. It is contended, partly on theoretical grounds and 
partly as a result of a careful analysis and survey of economic 
conditions in Germany in recent years, that “ The multiple factors 
of economic fluctuations cannot be summarised in the two or three 
curves of a ‘ barometer.’ ” Account must be taken of the fact 
that any change in, e.g., the short loan rate or the prices of 
industrial securities may have quite different causes and different 
significance in one year or in one phase of a trade cycle when 
compared with an earlier or subsequent period of time. Apart 
from the importance of a detailed analysis of the causation of 
movements in individual indices, it is necessary to study a con- 
siderable number of indico.s in conjunction. For example, the 
relative movements of the short loan rate and of the long period 
rate of interest; changes in stocks of commodities and raw 
materials ; movements in bank loans, deposits, foreign borrowing ; 
numbers of bankruptcies and bills protested ; wage changes and 
employment figures. Primo congresf^o nazionale di sclenza delle 
assicurazioni. F. Insolera. 

August, 1928. La riforma moiuiaria bolsccrica. J. GRizioTTr 
Krktsciimann. a survey of the ste])s by which the new chervonetz 
currency was substituted during 1923 and 1924 for the depreciated 
paper rouble currency previously in circulation in Russia. Con- 
siderable importance is attributed to tlie influence of the currency 
reform in hastening the depreciation of the “ sovnaks ” or Soviet 
})apcr roubles, which circulated chiefly in the country districts, and 
thus aggravating the intensity of the “scissors ” crisis of 1923. 
Media arilmetica e media geomelrim nel calcolo del numeri indici del 
prezzi alV ingrosso, R. Rachi. 

{September, 1928. Le riserve d'oro delV America. Prof. R. B. 
VVesterfield of Yale University holds that it is unlikely that the 
United States will lose any very considt'rable proportion of her 
existing gold holdings to the rest of the world. A future ju’obicm 
may even be to prevent a further influx of gold, which may load to 
the cancellation of iiiter-allicd debts, if the protectionist policy of 
the United States is maintained. The downward tendency of gold 
prices in the world as a whole is likely to continue and the rate of 
interest will go on falling, probably at a faster rate in Europe than 
in America. This will both check foreign borrowing in America 
and accelerate the coming of the time when the accumulated 
interest due to her in respect of .such loans will exceed the annual 
amount of her exports of capital. A Icune indagini statistiche suW 
organizzazione hancaria italiana. Mario Mazzantini. 

October, 1928. U organizzazione delle vendiie a rate. Giovanni 
Angrisani. The system of payments by instalments differs from 
other types of credit transactions in that (a) the object of tlu^ 
contract is the purchase and sale of a commodity other than 
money ; (b) the sums available for the extinction of the debt arc not 
exclusively obtained from the employment of the article ac- 
quired, and the period of payment does not coineide with the period 
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of time during which the article is utilised. The benefits derived 
from the system are, firstly, and chiefly, the o])portunity that it 
ailords of increasing the total utility of the individual’s income hy 
increasing the scope of operation of the principle of substitution. 
Secondly, the encouragement of saving in llie form of the invest- 
ment of resources in relatively durable objects. Thirdly, tvp(‘s of 
expenditure arc facilitated and made pos'-ible which increase the 
efficiency of the individual, the acquisition of a house, or of a 
motor-car, which in America has enabled the workman to widen the 
market for his labour. The financial organisation behind the 
operation of the instalment system is still in its infancy, and 
dangers may arise through ignorance or neglect of sound principles, 
but with the improvement of statistical data and wider experience 
this new system should take its place as a valuable addition to com- 
mercial organisation. The writer disagrees with Prof, ^'eligman’s 
criticism of the “actuarial method” of computing charges, and 
advocates the extension of the insurance ]>rincii)l(' based on accural 
figures of the risk of bankruptcy and other causes of failure to 
complete the re(juired number of instalments. The value of the 
article is enhanced by citations from, and references to, the aln ady 
considerable literature on this subject. Indajine svUa mortaJiid 
delle societd i(aUa7}e per aziotii. Giov.\nni Lasoksa. 

De Economist (Haarlem). 

July-August, 1928. De dcr invocrrechten en aceijnzen in het 
NederlamJsch belastingstelscl, I. J. Van der Poel. A dissertation 
on the place of import taxes and excise duties in the Dutch system 
of taxation, but in fact a general discussion of taxation problems ; 
in particular the article deals with the relations between customs 
and excise duties, and the question of ecjuivalenco between the two 
types of taxation; also with cases wlierc the import duties are 
higher than the corresj)onding excise duty, and with the underlying 
reasons for this. On the general question of equity, the ]>rimary 
purpose of taxation is revenue, b\it the revenue is to be applied to 
the satisfaction of general needs. There can he no staiulard of 
equity ; in different countries taxation may be imposed on different 
classes, and also the satisfaction of different needs may be aimed at. 
Tn a discussion of the incidence and the shifting of taxation it is 
argued tliat direct taxes also are subject to shifting; income tax 
may therefore be an element in the cost of production. Von Tyska 
is (pioted with approval to the effect that whether taxes are shifted 
is a question of economic power, and in this respect there is little 
difference between direct and indirect taxes. Sterfletafels, 
sterftecijfers en generatiefa/eh. Ir. F. W. ’t Hooft. A discussion 
of the various methods of constructing mortality tables with special 
reference to the work of van P(‘.sch (died 1916). 

September, 1928. De Gemiddeldenwet. J. Van der Wijk. A 
discussion of the development and the interpretation of Pareto s 
Law. In amplification of the formulae of Pareto and (»ini, a third 
formula is suggested which, expressed in its simplest form, states 
that “ the relation between the average income of those with an 
income of at least x and that marginal income x is constant (in 
concrete terms, if the average income of those with an income of at 
lePvSt f. 1,000 is f. 3,000, the average income of those with at least 
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f . 10,000 will be f. 30,000). De plaats (hr invoerrechten en aceijnzen 
in het ^ edeAamhch behidirujsteM, II. J. Van der Pobl. This 
second instalment, is, in the main, a defence of the place occupied 
>)y customs and excise duties in the Dutch system. In theory every 
citizen should contribute sometliin" to the general burdens ; direct 
taxes are im])use(l on those who contribute out of their prosperity ; 
excise duties come from needs beyond what is strictly necessary. 
The advantages and the merits of indirect taxes, psychological and 
otherwise, enumerated and emphasised, and the defects of 
direct taxes pointed out. 

Ekonomish Tidskrift (Upsala). 

1928, No. 1. Tim C radii Sy.^lem a7id the Difference heficcen the Rates of 
Interest. E. Hacjerblad. So77ie Fiyures Illnslrating the Tax 
Burdens on Siredhh [ndastrial Joint Stock Companies, 1012 and 
1921. J']. Lindahl. The double taxation on joint companies has 

during the period considerably increa.sed. The additional tax 
burden amounts at pre.sent to about 13 — 11 per cent, of the profit. 
The total taxation on com])anies and stockholders absorbs conse- 
quently on an average one-third of the income. 

1(128, Nos. 2-3. Presc7it Problems, ]). Davidson. At first the author 
discusses the possihilith's of carrying out in practice the free trade 
scheme, sugge.sted by the Economic World Conference last year. In 
a second part of his essay Prof. Davidson criticises some ])rojects 
for improving the Dawes plan, especially that one inad(i by Prof. 
Ohlin in “ Index ” (edited by Sveiiska llandelsbanken, Stock- 
holm). Economic. Aspects of the Co-operative Move7ne7il. H. 
Stolpe. The arl icle is a. critical review of Th. Sinrling ; Forhruks- 
samvirket, forretninris- ocj organisasjonsprinsipper, Oslo, 1027. In 
this number also are ])rinted the following papers read to tlu' 
Economic Society, Stockholm, followed by discussion. The Right 
of Inheritance . E. Wigfors.s. A Discussion on account of a new 
Bill. The Danish, Bank Laivs a/ul their Economic Co 7 ise(p(ences. 
C . V. Bkamsnaes. The Economy of the Sircdish Air llriffic and 
So7He Prospects of its Future. E. Egnell. The Covenunent and 
the Swedish Iron Indusirg. 0. Edistkom. 

1928, Nos. 4-5. The World Food Production, i7mnediately before, during 
and after the War. E. HOjjer. An account based on statistics 
published by the International Institute of Agrievdture, Borne. 
The Depression of AgrienUure. 1). Davidson. The Money Policy 
of the Federal Reserve Banks, J. Akerman. The author describ(‘s 
the money policy of the Federal Keserve Banks from 1014 and 
forward. He pays attention to the dilTerent con.siderations and 
economic interests which have been the determinative factors in 
this development. A criticism is delivered on the money policy 
during the last two years which, according to the author, has 
diverged from the practice of the preceding years and attached too 
much importance to the stabilisation of the price level. Finally, 
the international significance of this money policy is considered 
and some comments given on English monetary policy since the 
re-establishment of the gold standard. The U nernploipnent 
Policy. G. H. VON Koch. A paper read to the Economic Society, 
Stockholm, presenting the Beport delivered by the Swedish 
Unemployment Committee. Followed by discussion. 
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Revhta Kacioml de Economia (Madrid). 

May-June, 1928. Dirimnismo de los Prcrio,^ ij carfdia de Ja vida 
(conclusion). A. F. Banos. Tlio .stiuly of (he primary causes of 
inflation is concludcrl by an analysis of lln^ n^action.s of an un- 
fa vourablo balance of trade and the cIIVtIs u])()n the price level of 
changes in mat(M‘ial out])ut ; nioveinents in discount rab's; tariif 
policies ; market instability, etc. Among tlu^ secondary causes of 
the increase in cost of living given are speculation, cost of ])uhlic 
services, agricultural depopulation and urban overcrowding, 
strikes and lock-outs, etc. Among the nu’ans sugg(‘sted to prevcuit 
inflation are the avoidance of (lovernmenl delieit, in(T(*asi^ of 
production through development of seientilie nudhods, reform of 
systems of taxation to make them more flexible, skilful use of 
(fiscount rate and stabilisation of marked conditions. 

In dealing with the special conditions in Spain it is pointed out 
that the Treasury deficits were an important cau.se of the inflation 
1913-20, and the author suggests, among otluT renu'dies, the 
reorganisation of taxation methods. 

July-Auoust, 1928. El fncabezawirnlo de Madrid ])or akahalas de 
1547 a 1550. V . Kspejo. An hi.storh'al study of revenue raising 
in Madrid imder the system by which eaeli town made it.s(‘lf 
responsible for the collcetion and transference to the Crown of its 
stipulated quota of taxation. Dt Didrihucion de la Vropiedad 
Terriloriah M. F. Martianez. A statistical study of the corre- 
lation between the sizes of estates in diflerent parts of vSpainandtlu^ 
movement of populal ion and wfxalth p(‘r head. Between 1 910 and 
1920 poi)ulation has tended to flow towards those ar6(is in which the 
average estate is large. The connect ion between the value of yicM 
per acre and the siz(‘ of the estate Is imh'b'i tninate. The author is 
surprised to find that the agricultural districts with the largest 
number of inhabitants per lu'ctare arc not also the districts wlnua' 
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